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A CRITIQUE OF SOME RECENT CONTRIBUTIONS TO 
THE THEORY OF CONSUMERS’ SURPLUS 


R. W. PFOUTS 
University of North Carolina 


Introduction. I. Topics in the History of Consumers’ Surplus. II. 
Some Recent British Contributions to the Theory of Consumers’ Sur- 
plus. III. An American Controversy. IV. Hotelling’s Formulation of 
Consumers’ Surplus. V. Comparisons of Concepts of Consumers’ 
Surplus. 

Probably no single concept in the annals of economic theory has aroused so 
many emphatic expressions of opinion as has consumers’ surplus; indeed even 
today the biting winds of scholarly sarcasm howl around this venerable storm- 
center. Yet there are indications that the storms are abating; perhaps a new 
epoch is approaching during which even the most placid of academic ruminants 
may browse serenely through the once-forbidding territory of consumers’ surplus. 

If the recession of the storms of controversy reveals a peneplain of under- 
standing, it behooves economists to survey this territory as a possible site for 
future activities. The object of this paper is to complete a part of this survey, 
but before undertaking this task, I should like to recount briefly a part of the 
history of the concept of consumers’ surplus. 


I 


It is widely recognized that the first formulation of consumers’ surplus was 
made by the French engineer, Jules Dupuit, in a series of papers that appeared 
in the “Annales des ponts et chaussees’”’ and in the “Journal des Economistes.”" 
Dupuit, following Smith and Ricardo, distinguished value in use and value in 
exchange,’ upbraided J. B. Say for equating price with utility, and established 
a consumers’ surplus concept by pointing out that the utility of an object is not 
changed by a change in price.* In addition Dupuit offered as a measurement 
of utility the maximum sacrifice the consumer would be willing to make to ob- 
tain the good.‘ He also formulated demand schedules and demand curves.® 


1 Dupuit, “‘De la mesure de V’utilité des travaux publics,’’ Annales des ponts et chaussees. 
1844. “De V’influeunce des peages sur lV’utilite des voies de communication,” Annales des ponts 
et chaussees, 1847. “De l’utilite et de sa mesure,’’ Journal des economistes, 1853. All reprinted 
in De Vutilite et De Sa Measure, Mario De Bernardi, ed., La Riforma Sociale, Turin, 1934. 

2 Ibid., p. 100. 

3 Ibid., pp. 31-33. 

4 Ibid., p. 109. 
5 Ibid., p. 208. 
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Clearly Dupuit recognized the fundamental fact of consumers’ surplus: That 
a consumer will sometimes be willing to pay more for a good than he is required 
to pay in the market. Consequently, in such cases, he gains a satisfaction for 
which he would be willing to pay, but for which he did not actually have to pay. 
Hence he has obtained a “free’’ satisfaction or a surplus. 

Alfred Marshall deserves credit for introducing the concept of consumers’ 
surplus to English-speaking economists. Marshall was familiar with the works of 
Dupuit, but was something less than generous in admitting Dupuit’s priority.* 

Marshall stated in an apparently unequivocal fashion his definition of con- 
sumer’s surplus which is very similar to Dupuit’s definition of utility: 


The excess of price which he (a consumer) would be willing to pay rather than go 
without the thing, over that which he actually does pay, is the economic measure of 
this surplus satisfaction. It may be called consumer’s surplus.’ 


It would seem clear that an all-or-none price is being compared with an equi- 
librium price in the preceeding passage. Yet in the immediately succeeding pages 
of the Principles Marshall, ‘in order to give definiteness to our notions,” offers 
as an example of consumer’s surplus the area under the demand curve and above 
the expenditures rectangle!* Certainly definition and example are not mates. 

The difference between the definition and the example may be seen by assum- 
ing that utility is measurable, as Marshall did, and by positing a marginal utility 
function p = f(x) where p is the marginal utility of money stated in terms of 
money, and z is the quantity of the good in question. In addition an equilibrium 
marginal utility of money stated in terms of money # and an equilibrium quantity 
# are needed. In considering the all-or-none offer, a consumer would be willing 
to pay a unit price equal to the mean utility of money over the interval from 
zero units to # units, because the total utility of money expended would then 
be equal to the total utility of the goods obtained. 


Total utility is given by the integral, [ f(z) dx. Then “the excess of price 


which he would be willing to pay rather than go without the thing, over that 
which he actually does pay” is represented by the difference between the all-or- 


none price, 1/Z [ f(x) dx, and the equilibrium price j. Hence consumer’s sur- 
plus may be exhibited as 


As here stated, consumer’s surplus is a single dimension quantity and is in 
no way similar to the area under the Marshallian demand curve, unless Marshall 
was actually defining an increment to consumer’s surplus rather than total 


* Marshall mentions Dupuit in connection with consumers’ surplus at only one point. 
Marshall, Principles of Economics, 8th ed., p. 476n. - 

7 Ibid., p. 124. 

8 Ibid., pp. 125-128. 
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consumer’s surplus. If this was his objective, he gave no indication of it. But 
even if Marshall was thinking of increments, definition and example do not square 
because the former is concerned with an ordinate under an all-or-none demand 
curve while the latter is concerned with the area under a Marshallian demand 
curve. 

Having stated his arguments on consumer’s surplus, Marshall laid bare a 
portion of his assumptions. He assumed that interpersonal utility comparisons 
could be made, he made the usual celeris paribus assumptions, and he assumed 
that the marginal utility of money was constant.* In addition there is an implicit 
assumption that the demand for the commodity in question is independent of 
prices and quantities of other goods, since Marshall always stated his demand 
schedules in terms of only the good in question. And, finally, there is a never 
stated assumption that utility is measurable. 

If Marshall is taken at his word that the marginal utility of money should be 
considered as constant, expression (1) can be simplified by letting m represent 
this constant marginal utility of money, then consumer’s surplus may be repre- 
sented by the expression, m-j. Or if total consumer’s surplus is desired, con- 
sumer’s surplus = mZ-pZ. It would appear that ordinarily this expression would 
equal zero. 

Professor Robert L. Bishop has discerned a third definition of consumers’ 
surplus in Marshall’s writings. This third definition offers the area lying under 
a marginal utility curve and above the “effective utility” rectangle as a measure 
of consumers’ surplus.” Effective utility is the product of marginal utility and 
the number of the units of the good consumed. I am unable to find an explicit 
statement of this definition in the Principles, but it seems clear that Bishop is 
correct because, at several points in Book III, Marshall apparently contends 
that a marginal utility curve is the same as a demand curve." If this 
was Marshall’s belief, then the third definition arises from the example of con- 
sumers’ surplus as the area under a demand (marginal utility) curve. Develop- 
ments since Marshall’s time make it elementary that the marginal utility curve 
and the demand curve are not the same thing. 

More explicit support for the third definition appears in the Mathematical 
Appendix of the Principles. Marshall specifies a demand curve, y = f(z), y being 
price and x being quantity. Then, argues Marshall, if a units are consumed, total 


utility is measured by [ f(x) dr. 
Marshall came close to a correct generalization of consumers’ surplus when 
he stated that “the total utility of income . . . may be represented by >> [ f(x) dz, 


if we could find a plan for grouping together in one common demand curve all 


Loc. Cit. 

‘© Bishop, ‘‘Consumer’s Surplus and Cardinal Utility,” Quarterly Journal of Economics, 
. 57 (1942-43), p. 422. 

"Cf. Marshall, Op. Cit., pp. 92-93, 124-126. 

2 Jbid., p. 841. 
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those things which satisfy the same wants and are rivals; and also for every 
group of things of which the services are complementary. But we cannot do 
this. . . .’"" In this respect, as in so many others, Marshall’s failure to recognize 
the necessity for using demand functions for related commodities robs his work 
of realism. 

In spite of the difficulties mentioned above, Marshall deserves praise for 
bringing before economists the fact that marginal utility alone is not dependable 
in assessing total utility, that some excess of utility, however measured, is gained 
by the consumer in most purchases. It is manifestly clear that Marshall under- 
stood the basic economic fact that the consumer ordinarily gains utility above 
his “effective utility.” The fact that Marshall lent his prodigious prestige to 
the concept forced British and American economists to at least give it serious 


consideration. 
Il 


The past fifteen years have witnessed a series of advancements in the theory 
of welfare economics that has brought with it a renewed interest in consumers’ 

surplus. Several pioneers have made contributions, and, while I shall not at- 

tempt a chronological exposition, I shall begin with one of the early contributors, 

Professor J. R. Hicks. As early as 1940 Hicks recognized the importance of con- 

sumers’ surplus for the modern theory of welfare economics." 

In this early discussion of consumers’ surplus, Hicks explicitly accepted 
Marshall’s assumptions of ceteris paribus, and of money with a constant marginal 
utility. He considered the area beneath the demand curve and above the ex- 
penditure rectangle as the measure of consumers’ surplus. Even if the assump- 
tions are not fulfilled, this measure would be valid if the demand curve is cor- 
rected for changes in real income, i.e. for changes in the marginal utility of 
money. But Hicks regards this as a “fiddling business,’ and the Marshallian 
apparatus is used."* He is careful to point out that collective consumers’ surplus 
is the area under a market demand curve, while individual consumer’s surplus 
is the area under an individual demand curve, and that collective consumers’ 
surplus tells us nothing about how the surplus is divided among individuals." 

Consumers’ surplus, according to Hicks, is useful! in particular or partial 
welfare economics. This type of welfare economics presumably bears the rela- 
tion to general welfare economics that partial equilibrium bears to general 
equilibrium. 

Hicks states clearly the manner in which Marshall’s consumers’ surplus fits 
into partial welfare economics. “An optimum organization of production is one 
in which there are no further opportunities for improvements.” Consumers’ 
surplus enables us to study deviations from the optimum in a particular market. 


13 Tbid., p. 842. 
™“ Hicks, ‘“‘The Rehabilitation of Consumer’s Surplus,” Review of Economic Studies, 
v. VIII (1940-1941), pp. 108-116. 

18 Tbid., p. 109. 
16 Ibid., p. 110. 
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The deviations from the optimum fall into two classes: those in which there is 
a previous establishment of optimum conditions in related markets, and those 
in which there is no related optimum.” 

In the former situation one may make use of the ordinary supply and demand 
curves to obtain the area under the demand curve and above the price line to 
measure consumers’ surplus. Any change that increases consumers’ surplus is 
desirable."* 

When related industries are not perfectly competitive, the second situation 
prevails, i.e. there is no previous establishment of an optimum situation in these 
related industries. Suppose then that a contraction occurs in the given industry. 
Factors will be transferred elsewhere and additional surpluses will be generated 
in other industries. This is equivalent to an increase in social costs, i.e. oppor- 
tunity costs. In Fig. 1 the broken curve ss’ is the supply curve with social costs 


t 


Fig 1 


included. The equilibrium point is A, the intersection of the demand and supply 
curves, but the optimum point is A’; consequently a tax that would change 
output from A to A’ would increase consumers’ surplus by causing a transfer to 
other industries where additional surpluses would come into existence. The social 
gain from such a tax would be equal to AQA’, the amount of negative con- 
sumers’ surplus, or the difference between AQA’P and APA’. Hicks notes that 
this is the basis of Marshall’s famous suggestion that increasing returns indus- 
tries be subsidized and decreasing returns industries be taxed.'* 

A different way of viewing the problem would be to notice that if there is im- 
perfect competition in related industries, factors may ordinarily be procured 
more cheaply than if perfect competition prevails, because production will be re- 
stricted to take advantage of the imperfectly competitive possibilities. In this 
case marginal costs are less than true opportunity or social costs. This seems 


7 [bid., p. 112. 
‘8 Ibid., pp. 113-114. 
Jbid., pp. 114-115. 
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to me to be more straightforward than making the supposition that a con- 
traction occurs in the given industry. 

Hicks recapitulated his argument by saying that if imperfect competition 
prevails in the related industries the marginal cost curve is not the social cost 
curve and therefore a correction needs to be introduced. Social surplus = con- 
sumers’ surplus + producers’ surplus — loss of potential surplus in other in- 
dustries.” The last term is the needed correction term. 

Probably no serious criticism can be leveled against Hicks’ use of consumers’ 
surplus. It is strongly reminiscent of both Marshall and Pigou; it is a synthesis 
of aspects of the writings of both. 

If Hicks’ use of consumers’ surplus is impeccable, his concept of it is not. 
Hicks assumed the usual Marshallian conditions, then postulated two types of 
deviations from the optimum. Both types of deviations are based on industries 
related to the industry in question and on the transfer of factors among the 
industries, but ceferis paribus had been explicitly assumed. How can the necessary 
interactions between industries take place if other things are remaining equal? 
Actually the difficulty is one of terminology rather than one of logic; we hold 
certain quantities constant and then release our grasp when we want the inter- 
action to take place. The entire adventure serves to illustrate the necessity of 
specifying not only what is “impounded in ceteris paribus,”’ but also when. 

While Hicks was rehabilitating consumers’ surplus, Professor A. Henderson 
was explaining an error in regard to consumers’ surplus that appeared in Value 
and Capital; the paper of Hicks just reviewed and Henderson’s paper appeared 
side by side in the same issue of the same journal.” Henderson pointed out that 
Hicks was not applying Marshall’s definition of consumers’ surplus, but was 
using one of his own and acting as if the two were equivalent. Hicks had written 
“the best way of looking at consumer’s surplus is to regard it as a means 
of expressing, in terms of money income, the gain which accrues to the consumer 
as a result of a fall in price. Or better, it is the compensating variation in income 
whose loss would just offset the fall in price, and leave the consumer no better 
off than before.”’” 

Hicks’ definition is not the same as Marshall’s, Henderson maintains, because 
Marshall’s definition specifies the extra expenditure the consumer would make 
rather than go without the amount of the good he is currently consuming; this 
is the all-or-none offer alluded to above in section I. Hicks’ definition, on the 
other hand, refers to the extra expenditure the consumer would make for the 
privilege of buying any desired amount of the good. Hicks’ quantity is referred 
to as the compensating variation, while Marshall’s is designated as consumer’s 
surplus. The compensating variation is larger than consumer’s surplus, except 

in the case of inferior goods, because a license to buy any desired amount is 
more valuable than a license to buy only a specified amount.” 

2 Ibid., p. 116. 

21 Henderson, ‘‘Consumer’s Surplus and the Compensating Variation,’ Review of Eco- 


nomic Studies, v. VIII (1940-41), pp. 117-121. 
22 Hicks, Value and Capital, Oxford University Press, 1939, pp. 40-41. 


23 Henderson, op. cit., p. 117. 
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Henderson makes use of an indifference map (Fig. 2) to illustrate the distine- 
tion between consumer’s surplus and the compensating variation. Money is 
measured along the vertical axis, and some good X is measured along the hori- 
zontal axis; J, and J, are indifference curves. If OM is the consumer’s income 
and the price of X is indicated by the slope of P”, M F units of X will be consumed 
with a total expenditure of FP. But the consumer receives more utility from 
being able to buy good X than he would receive if he spent FP on other goods, 
because J, is above J, on the indifference map. The surplus utility is 


A; 


Fig 2 


the Marshallian consumer’s surplus and is designated in Fig. 2 by the distance 
PR; it is the extra expenditure the consumer would make to have the privilege 
of buying MF units of X. 

The compensating variation is the largest sum the consumer would pay for 
the privilege of purchasing X. It may be found by constructing the line P’ 
parallel to P” and tangent to J,, the indifference curve through M. The equilib- 
rium for this situation is indicated by Q in Fig. 2; at this point the consumer is 
indifferent between consuming the designated quantity of X and retaining 
the income OM. Therefore M Az, the reduction of income that would reduce 
total satisfaction as much as the denial of the privilege of purchasing X, is the 
compensating variation. By inspection MA; is greater than PR.* 

Hicks’ definition is stated in terms of the amount of money that offsets a 


Tbid., p. 119. 
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price change rather than in terms of the maximum sum the consumer would pay 
for the privilege of purchasing any desired amount of the good in question. 
That the two are the same may be seen by considering, e.g., a price decline for 
a single good. In such a case increased units of the good will be purchased by an 
expenditure less than the consumer would pay if he spent an amount equal to 
the total gain of utility. Hence the compensating variation is the difference 
between the money value of the total utility gain and the money actually ex- 
pended for the additional units of the good. Therefore it is the maximum amount 
the consumer would pay for the privilege of purchasing the additional units, and 
it is the amount of money that would exactly nullify his utility gain. It would 
seem clear that the compensating variation compares two levels of consumption 
and obtains a measurement of the utility above “effective utility” for the differ- 
ence in the levels of consumption. Of course one of the levels of consumption 
may be zero units of the good. 

The compensating variation is measured differently depending on where one 
starts on the indifference map. If, instead of considering the compensating varia- 
tion as the amount the consumer would pay for the right to purchase XY, we con- 
sider it to be the amount he must be paid to forego consumption of X, then 
starting from P in Fig. 2 and moving up the indifference curve to zero units of 
X, we find the compensating variation to be MA;. The subjective satisfaction 
is the same in the two cases because in the former case the consumer is penalized 
M A; but allowed to purchase a quantity of X, while in the latter case he must 
give up his consumption of X and receive the compensation M A, in return. The 
difference in measurement arises from a different regard for money in the two 
situations. If the slopes of J, and J, were everywhere equal, i.e. if the marginal 
rates of substitution between money and X were the same on /, and J, for 
any quantity of X; 4 A,, MA; and PR would all be equal.* 

Should consumers’ surplus be used or should the compensating variation be 
used? The answer, according to Henderson, depends on the problem. Consider 
one of Dupuit’s problems of whether or not a bridge should be built. If the toll 
revenues are not sufficient to cover the costs of the bridge, how much is it worth 
to supplement the tolls? If the supplement is to come from a poll tax on users 
of the bridge, then M A: of Fig. 2, the compensating variation should be used. 
This is true because M A, is the value of the privilege of purchasing any desired 
amount; it is the value of a license to purchase. If the money is to come from 
public funds, PR in Fig. 2 is the appropriate amount. If no toll is charged, use 
of the bridge is independent of income and the two quantities are the same. 
Henderson adds that inexactnesses of measurement and the similarity of the 
concepts would render the question of choosing between the two academic in 
most cases.” 
28 Ibid., p. 119. Also for a brief but lucid discussion of the same quantities see Bernard 
Haley, ‘Value and Distribution” in A Survey of Contemporary Economics, H. 8. Ellis, ed., 


Philadelphia, 1948, pp. 3-5. 
26 Ibid., p. 121. 


THEORY OF CONSUMERS’ SURPLUS 323 


Hicks quickly recognized the merits of Henderson’s arguments and their 
possible importance to welfare economics.” He accepted and restated with 
greater generality the arguments of Henderson. For greater clarity he gave the 
name, equivalent variation, to the second of the two compensating variations, 
that in which the consumer is given a sum to compensate him for eschewing 
consumption of the good. The equivalent variation in Fig. 2 is the distance M A,. 

It is sometimes contended in welfare economics that for an improvement to 
occur, gainers should gain sufficiently to compensate the losers and still show a 
net gain. The compensating variation shows the amount of gain that can be taken 
from a gainer without a net loss in satisfaction resulting. For this reason Hicks 
believes the compensating variation is superior to the Marshallian quantity and 
prefers to generalize the compensating variation rather than consumers’ surplus.” 

Two additional variations, the Laspeyre and the Paasche variations were 
defined by Hicks. The Laspeyre variation is the change of income sufficient to 
permit the purchase of the first set of goods at a second set of prices. The Paasche 
variation is the change of income sufficient to permit the purchase of a second 
set of goods at the first set of prices. The Laspeyre and Paasche variations are 
named for the well known index number formulae and have little relevance to 
consumers’ surplus except that it may occasionally be convenient to state other 
quantities in terms of these two variations. It should be noticed that if income 
is changed by the amount of the Laspeyre variation the original set of goods will 
not in fact be purchased; this is true because changes in relative prices will 
cause substitutions between goods. And, of course, there is no way to reverse 
time to allow the purchase of the second period goods in the first period as would 
be necessary for the Paasche variation to describe an actual situation. In other 
words these variations do not describe equilibrium situations.” 

Hicks developed the concepts outlined above and other concepts related to 
consumers’ surplus with greater generality than I have thus far indicated.” 
For example, in an appendix to the second edition of Value and Capital, he 
pointed out that if the price of a commodity is reduced, the compensating varia- 
tion, the change of income necessary to offset the price change, must be greater 
than the difference in cost between a purchase of the first quantity at the second 
price and the purchase of the first quantity at the first price. If one good is reduced 
in price from p to p + dp, the compensating variation is greater than—zdp, 
zx being the first quantity of the good. When more than one price falls, the com- 


77 Hicks, ‘“‘Consumer’s Surplus and Index Numbers,’”’ Review of Economic Studies, v. 
IX (1941-42), pp. 126-137. 

Ibid., p. 127. 

2° Hicks does not take notice of this fact. These are basic difficulties in both the Laspeyre 
and Paasche index number formulae. In the case of the former it is necessary to maintain 
the fiction that the goods purchased in the base year are also purchased in the given year. 
In the case of the latter it is necessary to maintain the fiction that the goods purchased in 
the given year were also purchased in the base year. 

3° Hicks, ‘“The Four Consumer’s Surpluses,”’ Review of Economic Studies, v. XII (1944), 
pp. 31-41. 
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pensating variation must be greater than — >> zdp. This must be true because, 
as the price or prices fall, the same quantity of goods as before could be bought, 
so the consumer could be no worse off. At the same time there are substitution 
opportunities open to him that were not previously open to him; then if he is 
to be no better off, he must lose more than —)> xdp." 

Hicks attempted a more rigorous demonstration of the proposition discussed 
immediately above, but unfortunately he made an error that affected his result. 
The derivation of the general compensating variation that follows is, I believe, 


the correct one. 
For an individual consumer, let the quantities of the various goods consumed 


be x; , 22, , 2, ; and let their prices be p; , , , Pa ; the prices being fixed 
from the standpoint of the individual. Let the utility function be indicated by 


(2) u = u(t), 


If M is total income and all income is spent, 
(3) 
If satisfaction is to be maximized, the partial derivatives of 
G = u(x, 22, M) 
must be set equal to zero. Hence 


0. 
OX, Ur ? 


Consequently 
(4) Ur = Pry 


u being the marginal utility of money, if utility is considered to be measurable. 
It is also necessary that 

0 P2 eee Pn 

Pi Un U2 *** tin 


(5) 


| Pn Uni Une *** Unn 


contain principal minors that are alternately negative and positive. 
We wish to find an expression for the compensating variation for a general 
price change. The compensating variation is the change in income that offsets 


" Hicks, Value and Capital, 2nd ed., 1946, p. 330. 
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a price change, i.e. that leaves utility the same after the price change as before 
the price change. This income change may be found by stating the change of 
income that would occur with a price change subject to the condition that utility 
be unchanged. 

Then the total differential 


aM 1 n 
(6) aM = +5 ap, 


will express the desired income change provided® 
(7) du = dp = 0. 
Substititing from (4) we obtain 
n n oz, 
du = wd Pe = 0. 


Equation (3) yields 
Oz, 
Ps ap,’ 
ap. dp. ap. + ap, + ap, ap,” 


Substituting the last two into (6) we obtain 


dM = (2+ dp, +5 ) dp 


rel rel Op, 1 ODs Opry 
From (4) and (7) 


dp, = 0. 


Therefore 
dM = dp +5 dp. dp. + 5 


1 rel 


dp, dp, . 
32 It is at this point that Hicks goes wrong; ibid., p. 331. He states that the constancy of 
utility requires that 
Oz, 
Mathematically this statement is not objectionable, but as economics it is wrong, because 
we do not want to say that a change in the price of good r does not affect utility. Instead 
we want to compensate for the utility changes brought about by price changes. Equation (7) 
is the correct statement. 
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If the consumer is rational, 
Oz, _ 
Ops 


whence we obtain 


In the Slutsky-Hicks fundamental — 
Or, 
ap + 


The first term of the right member is the income effect and the second term is 
a symbol denoting the substitution effect. Since the object of the price com- 
pensating variation is to alter the consumer’s income so that he remains in the 
same indifference locus despite the price change, only substitution effects are 
possible; there can be no income effect. Therefore, when the compensating 
variation is under consideration, the Slutsky-Hicks equation reduces to 


OL, 
ODs = . 


Equation (8) may be rewritten as 


(9) aM = dp + Xu + 


The first term of the right member represents the change of income necessary to 
permit continued purchase of the original quantities of the goods. The second 
term shows the substitution opportunities available to the consumer as a result 
of the price changes. The last term shows the secondary substitution effects since 
a general price change is being considered. A change in the price of a good 
causes substitution between that good and a second good; this is the substitution 
effect. Now a change in the price of the second good causes additional substi- 
tution between the two; this is the secondary substitution effect. 

That Henderson and Hicks have made valuable contributions to the theory 
of consumers’ surplus would seem beyond question. They have formulated new 
concepts and clarified the Marshallian concept. In addition Hicks has formulated 
his thoughts with laudable rigor. : 


dp, dp, 


Ill 


On the American side of the Atlantic a discussion of consumers’ surplus was 
started by Professor Frank Knight when he published a paper entitled ‘Realism 
and Relevance in the Theory of Demand.” This is indeed a promising title.* 


% See Value and Capital, 2nd ed., pp. 307-309. 
*% Knight, “Realism and Relevance in the Theory of Demand,” Journal of Political 


Economy, v. LII (1944), pp. 289-318. 
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The most arresting aspect of Knight’s article, in my opinion, is its scope. 
Within a space of thirty pages he discusses the Slutsky-Hicks theory of demand, 
the theory of indifference curves, the concept or ‘law’’ of diminishing marginal 
utility, consumer behavior and the theory of production, the measurability of 
utility and the measurability of physical phenomena, the theory of the demand 
curve, and consumers’ surplus. 

Knight begins his formulation of a “‘realistic’’ demand curve by asserting that 
the Slutsky school of thought has erred in varying price of a good X with the 
prices of all other goods. This is incorrect because it throws the “price effect”’ 
and the “income effect” together and then proceeds to separate them. The 
proper procedure, Knight urges, is to draw the demand curve in terms of relative 
prices, i.e. to assume that the value of money is held constant through compensat- 
ing changes in the prices of other goods. The “‘spurious income effect”’ is merely 
a particular case of a change in the price level or in the purchasing power of 
money, and this problem should be reserved for consideration as a monetary 
rather than a value phenomenon. Although changes of this type may occur to- 
gether, bringing them together unnecessarily is “‘mere gratuitous confusion.” 
The correct assumption in drawing the demand curve is that utility and the 
objective purchasing power of money be kept constant.® 

Can consumers’ surplus be represented by the area under the demand curve? 
It cannot, according to Knight, because this area is without economic meaning.* 
Since area is merely a summation of ordinates, Knight has said that the ordinates 
of the demand curve when considered collectively are without economic content; 
this is equivalent to saying that the demand curve is without economic content. 
What is the correct specification of consumers’ surplus? 


The problem of consumer's surplus is that of finding a monetary measure or expression 
for an increment of total satisfaction which accrues to a consumer through the oppor- 
tunity to purchase a freely chosen amount of a particular good at a particular price in 
comparison to the situation where the good is not available and other conditions are the 
same.” 


To find this monetary measure, Knight makes use of the diagram reproduced 
here as Fig. 3. X represents a good and Y represents money. Curve A is a marginal 
utility curve for X in terms of money, drawn under the assumption that the 
maximum price is paid for each unit of X. Curve B is an all-or-none curve 
the ordinates of which show the maximum price the consumer would pay for any 
quantity of X if he must take that quantity or none. Triangle r is equal to 
triangle s to keep the total utility of money expended under the all-or-none 
condition equal to the sum of the marginal utilities given by curve A. Curve D 
is the demand curve and is not obtainable from the other two, according to 


Tbid., pp. 299-300. 
36 Jbid., p. 315. 
37 Ibid., p. 313. 
Ibid., p. 314. 
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“‘Consumer’s surplus as a subjective magnitude is the difference between the 
total satisfaction yielded by a particular good freely purchased at any price 
and that which would be secured by freely spending the same amount of money 
for other goods. . . .”” This, Knight believes, is identical with spending the money 
under “indifference conditions.” To locate this quantity in Fig. 3, find the point 
ton B such that the area oz; ¢ p; is equal to the area of rectangle of ormp, the 
expenditures rectangle. Then the amount spent under free market conditions 
is equal to the amount spent under all-or-none conditions. To our amazement 
Knight then asserts that consumer’s surplus is the truncated expenditures 
rectangle znmz!** The distance z — z; is the additional amount purchased under 
free market conditions that would not be purchased under the all-or-none con- 
ditions, but multiplying this by the equilibrium price does nothing to show the 
variation of total utility. 


xQ 


Fig 3 


Professor Knight’s formulations of the demand curve and of consumers’ 
surplus were challenged by Robert L. Bishop.” Actually Bishop discussed several 
of the topics covered in Knight’s article, but we need consider only the theory 
of the demand curve and consumers’ surplus. 

If the demand curve showed the quantity of a certain good purchased, not 
with income and prices of other goods constant, but with offsetting price changes 
to keep total utility and the purchasing power of money constant, the income 
effect would not be present; the substitution effect only would be present. 

Ibid., p. 315. 

4° Bishop, ‘‘Professor Knight and the Theory of Demand,’’ Journal of Political Economy, 
v. LIV (1946), pp. 141-169. 
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Since any realistic demand function must describe actual situations, a demand 
curve of Knight’s type could, as Bishop argues, be accepted as realistic only if 
there were a tendency for prices to behave in the manner described. If this 
tendency for price changes to offset each other does not occur, then Knight’s 
formulation should be discarded. 

As Bishop points out, a demand curve is an instrument of partial equilibrium 
analysis, and too much should not be expected of it. Such a general price change 
as Knight’s curve needs could be established only through a most thorough- 
going general equilibrium analysis." 

Knight is also incorrect in considering the income effect to be a monetary 
phenomenon. The income effect may arise in two ways: by a change in the income 
of the consumer or by a change in the relative prices of the goods in the budget 
of the consumer. It distinctly is not a monetary effect. If there were a price 
level change, with no change in relative prices there would be no relative change 
in the position of the consumer. The prices he pays would have changed, but his 
income would have changed in proportion. 

Actually, Bishop suggests, Knight’s demand curve is a monetary phenomenon, 
because adjustments in the circulating media would have to be made to keep 
purchasing power and total utility constant.“ 

If individual demand curves are to be useful, they must be capable of ag- 
gregation. In the case of Knight’s curve this is clearly impossible because of the 
differences in personal tastes. A complete adjustment of the entire economy for 
each consumer would be called for to keep total utility constant. Since one 
thoroughgoing adjustment of the economy would have to be made for each 
consumer, the result of trying to formulate simultaneously the demand curves 
of all consumers would be a complete, profound, and impossible chaos. Bishop 
does not go far enough by merely remarking that aggregation of Knightian 
demand curves is impossible; if such curves were realistic, any kind of economic 
equilibrium or order would be impossible.“ 

Bishop also pointed out that the quantity Knight calls consumers’ surplus 
is not related to the usual economic meaning of consumers’ surplus. If X in Fig. 3 
became a free good, one would expect consumers’ surplus to become large. 
Inspection of Fig. 3 shows that Knight’s quantity becomes small as the price 
falls and becomes zero when the price becomes zero. No matter what the con- 
ditions, Knight’s quantity can never exceed the equilibrium expenditure. This 
demonstrates that Knight’s notion is not related to the basic concept of con- 
sumers’ surplus, i.e. that the consumer receives utility from a commodity greater 
than indicated by marginal utility. 

Knight published an answer to Bishop, but unfortunately most of the space is 


Tbid., pp. 153-155. 

* Hicks, Value and Capital, 2nd ed., pp. 307-309. 
‘3 Bishop, Op. cit., pp. 155-156. 

Tbid., p. 157. 

** Ibid., p. 164. 
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devoted to topics pertinent to the controversy but outside the scope of this 
paper. 

Knight did reassert his belief that the proper method of drawing the demand 
curve is to hold the value of money constant, while the price of a single good is 
varied. He offers little support for this view except a citation of a similar de- 
velopment in the works of John Stuart Mill.” 

In the matter of the “spurious income effect,” Knight retreated to a less 
spectacular but more tenable position. He admits the possibility of an income 
effect of the Slutsky-Hicks type but denies that it can be measured empirically.“ 
Since, so far as I know, no one has suggested that it can be measured, the effect 
of Knight’s point is not clear. In any event this is a far ery from his original 
position that at the theoretical level the income effect represents “gratuitous 
confusion.” 

Less specificity was forthcoming from Knight in regard to consumers’ surplus. 
He states that in his opinion the concept is theoretically meaningful and holds 
forth the notion that one may define consumers’ surplus in any meaningful way 
that he wishes.** 

Among American economists who have investigated consumers’ surplus must 
be listed Professor Paul A. Samuelson. Although Samuelson handles this topic 
with his usual brilliance, he gives relatively little attention to it, and I shall not 
review his contributions specifically. Most of the concepts that Samuelson 
discusses were also covered by writers cited elsewhere in this paper, although 
Samuelson approaches them in different and more general form.” 


IV 


An early modern conception of consumers’ surplus quite different from those 
presented above was offered by Professor Harold Hotelling.* Hotelling’s formu- 
lation is similar to Dupuit’s and to Marshall’s example. Hotelling’s concept takes 
the form oi a statement of net social benefit which is defined as the sum of con- 
sumers’ surplus and producers’ surplus or profit. 

The consumers’ surplus aspect of Hotelling’s net social benefit takes the form 
of a generalization of Marshall’s area under the demand curve and above the 
price line. The formulation begins by postulating market demand functions for 
n related commodities of the type, 


Zn) (i = 1,2,+--,n), 


pi = fila, 


4¢ Knight, “Comment on Mr. Bishop’s Article,” Journal of Political Economy, v. LIV 
(1946), pp. 170-176. 

Ibid., p. 175. 

Ibid., p. 176. 

4? Loc. Cit. 

5° Samuelson, Foundations of Economic Analysis, Harvard University Press, 1947, pp. 
199-202. See also Studies in Mathematical Economics and Econometrics, Lange, McIntyre, 
and Yntema, eds., University of Chicago Press, 1942. 

5! Hotelling, ‘“The General Welfare in Relation to Problems of Taxation and of Railway 
and Utility Rates,’’ Econometrica v. 6 (1938), pp. 242-269. 
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where the p’s are prices and the z’s are quantities. Total benefit was defined as 
the line integral 


+ + + fu den), 


or the sum of the areas under the demand curves. Net social benefit may be found 
by using marginal cost functions, 


Xn) (i = 1,2,---,n), 


to obtain a generalized sum of consumers’ and producer’s surplus expressed by 
the line integral 


(10) = 08 
or, if hy = f; — gi, net benefit is given by 


(11) dz;. 


The limits of integration are taken from an arbitrary, presumably small, value 
to the quantity actually sold, this being done to preclude the possibility of the 
price of a necessary good becoming infinite as the quantity becomes small. As 
Hotelling points out, to insure a unique value of (10) or (11) it is necessary that 
the conditions, 

dhs _ dhy 

Ox; az,’ 


be fulfilled. This condition guarantees that the order of integration is indifferent.” 
It is equivalent to an assumption of rationality of the consumers. In a previous 
paper Hotelling had demonstrated that such conditions are very likely fulfilled 
in a large class of cases.* 

Integral (11) may be amended to show only consumers’ surplus if equilibrium 
prices for all the goods are introduced. In this case it takes the form 


(12) dz; (i = 1,2,---,n), 


where the j’s are equilibrium prices.** The integral (12) is a generalization 
of Marshall’s example of consumers’ surplus as the area above the price line and 
below the demand curve. Hence integral (12) is a generalization of what most 
economists probably think of automatically as consumers’ surplus. 

This last conception of consumers’ surplus is not directly dependent on the 


82 Ibid., pp. 246-247. 

53 Hotelling, ‘‘Edgeworth’s Taxation Paradox and the Nature of Supply and Demand 
Functions,’ Journal of Political Economy, v. 40 (1932), p. 590. 

Cf. R. W. Pfouts, “The Welfare Programming of Public Investment’ (abstract), 
Econometrica v 19 (1951), p. 341. 
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utility or preference functions of consumers. Consequently it need not be thought 
of as being tied to specific utility indicators. Since the prospects of obtaining 
specific utility indicators empirically are not promising, this is a distinct 
advantage. 

The rationale of the Hotelling concept of consumers’ surplus may be stated 
simply. For most consumers, more goods are better (or at least not worse) than 
fewer goods. Probably within relevant limits this assumption is generally ac- 
ceptable. At lower prices a larger quantity of goods will be purchased than at 
higher prices. Barring the Giffen paradox, this statement is a theorem rather 
than an assumption; for large groups of consumers it may be true even if the 
Giffen effect is displayed by some subgroup of consumers. At any equilibrium 
price except the highest that any consumer would pay for a unit of the good, 
some consumers are getting units of the good for less than the maximum price 
they would pay for these units. Hence they are getting “extra” goods and “extra” 
satisfactions. This statement of the reasoning behind Hotelling’s consumers’ 
surplus oversimplifies the problem somewhat, especially in neglecting the demand 
relationships between goods. 


v 


At this point it might appear that we are embarrassed by a plethora of defi- 
nitions of consumers’ surplus. Actually a little consideration will show that, 
with the exception of Knight’s faulty definition, all of the definitions discussed 
are attempts to measure some aspect of the surplus satisfaction the consumer 
gets from purchasing goods at a price lower than the maximum he would pay 
if he had to. 

Marshall’s definition, but not his exampie, is the difference measured in 
money between the average utility gained from consuming goods, or the average 
utility of money and the marginal utility of money. It is, unfortunately, stated 
in terms of one good, and, of course, the assumption that utility is measurable 
is made. Nonetheless Marshall’s definition is an index or function of total utility. 
Since the value of Marshall’s consumers’ surplus depends on average utility, it 
must also depend on total utility. 

The Hicks-Henderson compensating and equivalent variations are indexes of 
changes in the level of utility, or satisfaction. As has been noted above, these 
variations measure the change in consumers’ surplus with a change in con- 
sumption. For small changes a general form of these variations may be written as 
(13) 

Here dM is the income change that offsets the utility change that accompanies 
a change in the quantity of goods. The particular utility change is given by 
du, while u is the marginal utility of money, or it determines the particular 
indifference surface upon which the consumer is located. Hence it may easily 
be seen that the Hicks-Henderson variations are indexes of utility, but, more 
specifically, they are indexes of utility changes. 
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The Hotelling line integral representation of consumers’ surplus is an index of 
total utility. This may be grasped intuitively by realizing that demand price 
depends on marginal utility. Hence the areas under demand curves, either indi- 
vidual or collective, must be a summation of functions of marginal utility, or 
they must be functions of total utility. The Hotelling integral, consequently, 
depends on total utility, but it does not imply that utility is measurable. 

Another point of comparison may be established. Marshall’s definition and the 
Hicks-Henderson variations all refer to individuals. The questions they answer 
are phrased as applying to a consumer. This is not true of Hotelling’s integral; 
this integral refers to market demand functions and consequently is an index of 
total utility for collections of individuals. 

Closely related to this last observation is the fact that Marshall’s definition 
and the Hicks-Henderson variations depend on either utility or preference 
functions for individuals. For certain purely theoretical purposes this may be 
advantageous, but it virtually estops any attempts at empirical study of these 
quantities or any empirical study using these quantities. On the other hand, 
Hotelling’s integral makes use of demand functions for related goods. While 
the difficulties of empirical demand studies are great as yet, they are not so 
overwhelming as the difficulties of empirical studies of indifference functions. For 
this reason the Hotelling formulation is by much the most promising tool of 
empirical analysis. 


58 Cf. Milton Friedman and W. Allen Wallis, ‘“The Empirical Derivation of Indifference 
Functions,’’ Studies in Mathematical Economics and Econometrics, pp. 175-189. 
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A NOTE ON MR. HARROD’S DYNAMIC MODEL 


G. H. FISHER 
Santa Monica, California 


The present-day concept of long-run dynamic growth may for the most part 
be attributed to R. F. Harrod.' Mr. Harrod first expressed his ideas in a journal 
article in 1939,? and then in 1948 he presented a more detailed and extended 
secular dynamic theory in his Towards A Dynamic Economics. 

Several writers have discussed and elaborated Mr. Harrod’s model in con- 
siderable detail.* The purpose of the present note is not to discuss the theory 
per se, but rather to take the thoery as given and to consider it briefly in relation 
to the empirical experience of the United States during the prewar period. 
More specifically, the problem is to find out if the historical data seem to suggest 
values of the relevant parameters in Mr. Harrod’s model which will lead to 
the type of behavior in aggregate real output as specified by the theory. 

In order to establish a foundation for the discussion it is desirable to outline 
Mr. Harrod’s theory very briefly in formal terms. As Professor Baumol has 
suggested, the model may be set up formally somewhat as follows.‘ Aggregate 
real saving is defined to be a linear function of aggregate real income, 


(1) 


where a is a parameter—the marginal propensity to save. 
Entrepreneurial investment decisions are considered to depend on how rapidly 


aggregate real income (output) is changing, 
(2) Ty = B(Y: — Yeu), 


where 8 is a parameter—the accelerator coefficient, or what Mr. Harrod calls 


the relation. 
Finally a definitional equation completes the system; actual saving equals 


actual (realized) investment, 
(3) S: = I t> 


1 Professor Domar’s contribution, however, should not be overlooked. See his ‘‘Capital 
Expansion, Rate of Growth, and Employment,” Econometrica, 14: 137-48, April, 1946; and 
also “Expansion and Employment,” American Economic Review, 37: 34-55, March, 1947. 
2 R. F. Harrod, ‘‘An Essay in Dynamic Theory,”’ Economic Journal, 49: 14-33, March, 
1939. 
3 E.g. Sidney S. Alexander, ‘““Mr. Harrod’s Dynamic Model,’’ The Economic Journal, 
60: 724-39, December, 1950; William J. Baumol, ‘‘Formalisation of Mr. Harrod’s Model,” 
The Economic Journal, 59: 625-29, December, 1949; and William J. Baumol, Economic Dy- 
namics (New York: Macmillan Company, 1951), pp. 36-54, 150-60, 204-6. 
*See W. J. Baumol, Economic Dynamics, pp. 36-54. The outline of the model presented 
in the text above is very brief; consequently several interesting and rather important 
details are not mentioned. Professer Baumol discusses these points in his Economic Dy- 


namics, pp. 36-54. 
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or, 


aY, = B(Y: — Yin) 
(4) = — BY. + 


(5) 
= 

At this point it is clear that the model cannot, in a sense, be subjected to 
rigorous statistical analysis, especially using methods developed by the Cowles 
Commission.® In the first place the relations in the model are assumed to hold 
exactly; i.e., the relations do not include random variables with specified prob- 
ability distributions. In the second place it is clear from equation (5), which 
expresses the model in a “reduced form,” that the system is not identified. This 
means that “‘statistical analysis” would give an estimate of 8/(8 — a), but that 
it would then be impossible to solve for estimates of the structural parameters 
a and 8. Thus any empirical analysis of the model must of necessity be very 
crude. This is indeed the case in what follows below. 

Further manipulation of equation (5) is necessary in order to investigate the 
possible types of behavior of the model over time. Equation (5) is a simple first- 
order difference equation with a constant coefficient 8/(8 — a). For convenience 
let 


then equation (5) becomes 
(6) Y; = K 
This equation is readily solved, and the general solution is® 


(7) Y, = YoK ‘, 


where Y» is the initial condition, i.e., Yo is aggregate real output at time ¢ = 0. 
Obviously Y> must be positive in a practical situation. Once Yo is given and a 
value of K is specified, then equation (7) enables one to calculate Mr. Harrod’s 
“‘warranted” aggregate real output for any future time period ft. 

Now assuming that Yo > 0, the general behavior of Y, over time depends 
only on the value of K. There are six possible cases: 

(1) K = 1: Y, will equal Y> for all future time periods, t. 

(2) K > 1: Y, will increase without limit and by ever-increasing amounts as 

time passes.’ 

5 For a presentation and discussion of these methods see T. C. Koopmans, Statistical 
Inference in Dynamic Economic Models (New York: John Wiley and Sons, 1950). 

* For details of the solution see Baumol, op. cit., pp. 150-54. Also for a general discussion 
of methods of solving simple difference equations see P. A. Samuelson, “‘Dynamic Process 
Analysis” in A Survey of Contemporary Economics (Philadelphia: Blakiston Company, 


1948), pp. 352-84. 
7 Since the analysis is in terms of discrete time periods, the graph of the behavior of 


336 G. H. FISHER 


(3) 0 < K < 1: Y;, will decrease over time by ever-decreasing amounts, 
approaching zero as a limit. 
(4) K = —1: Y, will be alternately — Yo and + Yo period after period. 
(5) —1 < K < 0: Y, will oscillate around the zero base line, with the oscil- 
lations approaching zero as a limit as time passes. 
(6) K < —1: Y, will experience “explosive” oscillations around the zero base 
line. 
The conclusions from Mr. Harrod’s analysis imply that aggregate real output 
must behave as in case (2) above if the system is to move along smoothly in such 
a way that realized investment is always equal to desired investment.’ When 
output is behaving as in case (2), it is said to be expanding at the “warranted” 
rate of growth. This is the rate of growth that must be maintained if booms and 
depressions are to be avoided. That the warranted rate of growth cannot be 
maintained is, according to Mr. Harrod, due to the existence of an upper bound 
to the expansion of output. This upper limit arises because of the scarcity of 
employable resources and it determines the “natural” rate of growth of aggregate 
real output. Since it is very probable that the natural rate of growth may prevent 
the warranted rate from being maintained indefinitely, the conclusion is that 
crises are likely to occur from this source alone, even if all other factors are 
favorable for sustained growth at the warranted rate. 

With the preceding rather lengthy “introduction” out of the way, the principal 
objective of this note may now be considered. If the warranted rate of growth 
in Y, is to be that suggested in case (2) above, then it is clear that the values of 
a and 8 must be such that the quantity K = 8/(8 — a) is greater than unity. 
The question to be considered is whether the estimates—perhaps “guesses” is 
the preferable term in some cases—of the parameters a and 8 for the United 
States during the prewar period are of such magnitude that K > 1. 

First consider the marginal propensity to save a = 1 — c, where ¢ is the 
marginal propensity to consume. Several investigators have derived estimates 
of c. Samuelson,’ for example, using a single consumption equation, estimated ¢ 
to be 0.56 in the United States for the period 1921-39; Haavelmo,” using systems 
of equations, obtained ¢ = 0.67 and ¢ = 0.71 (corresponding to two different 
models) for the period 1922-41; and R. and W. M. Stone" derived ¢ = 0.75 for 
1920-35 and ¢ = 0.70 for 1919-35. Taking a simple ‘“‘average”’ of these estimates, 
the result is, say, c = 0.68. This may perhaps be regarded as a fairly good esti- 
mate‘of ¢ for the United States for the prewar period. 


Y, over time will not be continuous, but rather in the form of a “‘step”’ function. For graphs 
of all six cases, see Baumol, op. cit., pp. 155-56. 

8 For a detailed discussion of this see Baumol, op. cit., pp. 41-43. Desired investment is 
given by equation (2) in the text above (page 334). 

* “A Statistical Analysis of the Consumption Function” in A. H. Hansen, Fiscal Policy 
and Business Cycles (New York: W. W. Norton and Co., 1941), p. 255. 

1° ““Methods of Measuring the Marginal Propensity to Consume,” Journal of the Ameri- 
can Statistical Association, 42: 119-21, March, 1947. 

1t The results of the Stones’ investigations may be found in J. Tinbergen, Econometrics 


(Philadelphia: Blakiston Company, 1951), p. 97. 
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If ¢ = 0.68 then a = 1 — ¢ = 0.32. Thus K = 8/(8 — .32). From this quantity 
it is readily apparent that large values of 8, however large they may be, will not 
upset Mr. Harrod’s hypothesis, since as 8 becomes large K — 1 but never actually 
reaches unity. For small values of 8, however, it is clear that 8 must be greater 
than 0.32 if K is to be greater than unity. Thus the question is whether estimates 
of the accelerator coefficient for the United States are greater than 0.32, assuming 
the unit time period for the analysis to be one year. 

Postulating a time unit of one year implies that entrepreneurs tend to re- 
evaluate their capital equipment requirements once a year. This assumption 
seems fairly reasonable, but further empirical investigation on this point would 
be desirable. 

Several writers have attempted making estimates—most of them “‘quasi- 
empirical” estimates—of the accelerator coefficient. Professor Goodwin, for 
example, considers a value in the neighborhood of 1.5 as reasonable,'* Professor 
Baumol" suggests a value somewhere around 3, as does Professor Hansen." All 
of these estimates, along with the assumption of a = 0.32, imply K > 1 and 
hence behavior in Y, as given in case (2) above. 

Professor Tinbergen in his statistical analyses of the acceleration principle 
usually obtained estimates of the accelerator coefficient which were less than 
unity. But there was little evidence suggesting that the coefficient might be as 
low as 0.32, especially when allowance is made for the fact that the statistical 
analyses included the depression of the 1930’s during which time there was a 
large amount of idle plant capacity and hence little “acceleration” effect in new 
investment.’* 

In sum it would seem that the empirical evidence, such as it is, apparently 
suggests values of the parameters a and 8 which imply behavior in Y; as given 
by case (2) above. 

Someone might perhaps suggest trying a statistical least squares fit to equation 
(6) above and seeing if the estimate of K turns out to be greater than unity. 
The present author has tried this for the United States, 1920-41, using the annual 
gross national product estimates of the United States Department of Commerce 
for the period 1929-41, and Kuznets’ gross national product data for the period 
1920-28.” There may be some question about including the period of the 1920’s 


1 R. M. Goodwin, ‘‘Secular and Cyclical Aspects of the Multiplier and the Accelerator,”’ 
in Income, Employment and Public Policy (New York: W. W. Norton and Company, 1948), 
p- lll. 

3 Baumol, op. cit., p. 51. 

4 A. H. Hansen, Business Cycles and National Income (New York: W. W. Norton and 
Co., 1951), p. 478-80. 

18 B.g. see J. Tinbergen, Statistical Testing of Business-Cycle Theories: A Method and its 
Application to Investment Activity (Geneva: League of Nations Economic Intelligence 
Service, 1939). 

16 See ibid., p. 126. Also see Gottfried Haberler, Prosperity and Depression (New York: 
United Nations, 1946), pp. 96-7. 

17 Kuznets’ data may be found in his National Product Since 1869 (New York: National 
Bureau of Economic Research, 1946). 

The gross national product data were converted into “‘real’’ terms by using as a statisti- 
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in the statistical analysis, because equation (6) refers to “warranted” aggregate 
real output and not to aggregate real output when it runs into Mr. Harrod’s 
“real ceiling.’’ When the real ceiling is reached equation (6) does not apply. It 
is doubtful, however, that the real ceiling on output was actually reached at any 
time during the 1920's." 

The resulting statistical estimate of K turned out to be 1.04. This is apparently 
the most likely value of K for the data under analysis, but rigorously speaking 
there is no basis for a high degree of confidence that K is significantly greater 
than unity, because the standard error of estimate of K is 0.097. Thus any reason- 
ably stringent confidence interval is bound to include values of K which are less 
than unity. 

Even if from a statistical inference standpoint the value of K = 1.04 were 
regarded as a substantially good estimate of K, it would seem somewhat un- 
reasonable on the basis of the following argument. If 0.32 is assumed to be a fairly 
good estimate of a—and there seems to be in fact sufficient reason for believing 
that this is so—then it follows that if K = 1.04, 8 must be very large (8 = 8.32). 
This hardly seems plausible. 

The “empirical” analysis presented in this note is admittedly weak at certain 
points. But the evidence, whatever it may be worth, seems to suggest values of 
a and 8 which will lead to “explosive upward” type of behavior in Y,. This 
conclusion is, of course, preliminary and tentative. 


cal deflator a ‘‘general’’ price index (1935-39 = 100) derived by combining the B.L.S. whole- 
sale price index (1926 = 100) and the B.L.S. consumers’ price index (1935-39 = 100). This 


was done by first shifting the base of the wholesale price index from 1926 to the average for 
1935-39, and then averaging the two indexes together by use of the geometric mean. 

18 See Professor Duesenberry’s argument on this point in his ‘Hicks on the Trade Cycle,” 
Quarterly Journal of Economics, 64: 468-72, August, 1950. 
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Cotton production in Egypt has never been large relative to U. S. production. 
Egypt’s ability to grow either a long-staple cotton suitable for the manufacture 
of very fine cotton goods or, alternatively, a medium-staple cotton which is a 
substitute for American cotton gives her production, however, a flexibility which 
statistics on total production do not indicate. In the absence of any appreci- 
able American production of long-staple cotton, American manufacturers of 
cotton sewing thread and fine cotton goods must obtain their raw material largely 
from Egypt. By shifting acreage from the long-staple varieties to medium- 
length staples, Egypt might significantly increase the world supply of the 
medium-staple cotton which the American farmer also sends to the world market. 


I 


Although the variations in cotton production (Table 1) in the United States 
and Egypt did not follow exactly the same pattern during the twenty-year 
period, 1929-1948', both countries ended the period with cotton production in 
1948 almost identical to that in the 1929 cotton year. During the period under 
study, Egyptian production dropped below average early in the nineteen-thirties 
when the Egyptian government instituted acreage restrictions; production rose 


above average in the latter part of the decade when the United States was apply- 
ing acreage restrictions intermittently; production in Egypt, severely restricted 
by the Egyptian government, fell further below average during the war than did 
production in the United States where governmental attempts to reduce pro- 
duction were not as stringent; both countries witnessed a rapid recovery after 
the war to their 1929 production levels. 

During the twenty-year period under study, the Egyptian crop was generally 
between ten and fifteen per cent of American production. Egyptian acreage re- 
duction programs in years (e.g., 1931-1932) in which there were no similar U. 8. 
restrictions pushed the relative position of Egyptian production to American 
below ten per cent while U. 8S. acreage restrictions which were not matched by 
similar Egyptian reductions in particular years (notably 1935) served to raise 
Egyptian production above fifteen per cent of the U. S. crop. 

Relative to world production, Egyptian production was quite stable between 
1929 and 1941 ranging from 6.6 per cent of the world total in 1933 and 1935 to 
5.9 per cent of the world total in 1938. In only two years out of thirteen did 
governmental acreage restrictions significantly reduce Egypt’s share of world 
production. In these years, 1931 and 1932, Egyptian production was only 4.7 
per cent and 4.2 per cent, respectively, of the world total. When shipping for 


1 Unless otherwise stated, years are ‘‘cotton years’’ which begin on August 1 of the year 
given. 
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the export of cotton and the import of food became difficult or impossible to 
obtain in the critical years (1942-1944) of World War II, production was sharply 
curtailed by an enforced shift from cotton to food crops. Production, which had 
reached a maximum in 1937 of 2.3 million bales, fell below one million bales in 


TABLE 1 
Cotton Production, U.S. and Egypt, 1929-1948 


BALES (S00 LBS. GR. WT.) PRODUCED 


YEAR BEGINNING j 
aucustT 1 Quantity (thous.) Per cent of World Total 


‘United States | Egypt 


14,825 


was 


§ 


SSSR 


noo 


281 
728 
801 
900 
735 
877 
740 
962 
082 
257 
320 
845 


(p) Preliminary. 

Sources: Compiled or derived from U. 8. Department of Agriculture, Agricultural Sta- 
tistics, 1945, p. 74; 1949, p. 76; International Cotton Advisory Committee, Cotton Quarter 
Statistical Bulletin, June, 1952, p. 8. 


each of these three years while Egypt’s share of world production fell below 4 
per cent (below 3 per cent in 1943) of total world production. 

Although U. S. cotton production during the war suffered some reduction in 
response to the government’s appeal for increased food production and the loss 
of manpower to industry and the armed forces, this reduction was not so great as 
that in Egypt or, indeed, any other major cotton-producing nation. Consequently, 
the American share of world production actually increased during the war and in 
1944 reached 49.3 per cent of the world total, the highest percentage since 1932. 


1929 a 117.9 116.7 55.19 6.58 
1930 13,932 5 110.8 113.2 53.18 6.55 
1931 17,097 7 135.9 86.9 61.39 4.73 
1932 13,003 67.8 53.18 4.20 
1933 13,047 1, 117.3 48.47 6.60 
1934 9,636 1, 103.4 40.47 6.58 
1935 10,638 1, 116.8 39.66 6.60 
1936 12,399 1, 124.6 39.42 6.00 
1937 18,946 1 150.6 49.08 5.91 
1938 11,943 114.1 41.06 5.94 
1939 11,817 118.9 40.90 6.23 
1940 12,566 125.4 41.13 6.22 
1941 10,744 114.5 | 39.44 6.37 
1942 12,817 1 57.9 | 47.42 3.24 
1943 11,427 48.8 | 45.00 2.91 
1944 | 12,230 | 63.5 | 49.34 3.88 
1945 9,015 71.4 42.55 5.11 
1946 | 8,640 83.0 40.06 5.83 
1947 «11,851 87.1 46.68 | 5.20 
(p) 1948 (14,868 117.5 51.05 6.37 
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By 1948, U.S. production had crossed the half-way mark and stood at 51.3 per 
cent of total world production while Egyptian production had regained its relative 
position of the pre-war period and represented 6.4 per cent of the world total. 
Thus, despite large fluctuations in the twenty years between 1929 and 1948, 
Egypt found herself at the end of the period in almost the identical cotton pro- 
duction position relatively and in absolute terms as at the beginning of the period. 


Cultivatable land in Egypt is restricted by the climate entirely to irrigated 
or “flooded’”’ land. This area, consequently, cannot be expanded except after large 
investment expenditures on dams, pumps, ditches and other capital items incident 
to irrigation projects. By 1948, some six million acres of land were under irriga- 
tion with about nine and one-half acres of crops being harvested since part of the 
land is double-cropped.? 

In the short-run, consequently, increases in cotton acreage can be accom- 
plished only by shifts in land use from other crops to cotton. For the long-run, 
additional irrigation and drainage facilities may increase crop acreage by about 
one-fifth. This appears to be the maximum possible given the volume of water in 
the Nile at different seasons and the topography of the river valley. During the 
period 1929-1948 there were only slight variations in the total Egyptian acreage 
devoted to all crops.’ 

Egyptian cotton acreage (Table 2) in 1948 showed a much smaller reduction 
from the 1929 figure than did U. S. cotton acreage. U. S. cotton acreage was 
almost halved between 1929 and 1948 although there were no governmental re- 
strictions on cotton-growing in the latter year. Egyptian cotton acreage, on the 
other hand, was restricted by the Egyptian government in 1948 and equaled 
about 78 per cent of the 1929 acreage. Absolute figures for the change were: 
United States, 43.2 million acres in 1929 to 23.0 million acres in 1948; Egypt, 1.9 
million acres in 1929 to 1.5 million acres in 1948. 

The war years 1942-1945 include Egypt’s smallest cotton crops of the period 
under study. In two of these years (1942-1943) acreage was only about one-third 
as great as in the peak years of the pre-war period. Severe governmental restric- 
tions were enforced during the war in order to fill the gap in the food supply 
ordinarily taken care of by food imports. After the war, apparently, only con- 
tinued restrictions on acreage prevented cotton from regaining its pre-war 
position in Egypt’s agricultural acreage. 

In the years ahead, however, no large increase in cotton acreage above pre-war 
levels can be expected because of the natural limitations on expanding total 
crop acreage and because of the difficulty of trading an industrial raw material 
for food in a world rife with bi-lateralism.‘ 

Shifts in cotton acreage from the growing of long-staple cotton to medium- 


? Read P. Dunn, Jr., Cotton in Egypt, p.1.  * Ibid. 

4 See the writer’s article, “Cotton Competition—U. S. and India—1929-1948,”” Southern 
Economic Journal, XVII, Jan., 1951, p. 282, for a discussion of this problem with regard 
to India. 
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TABLE 2 
Cotton Acreage Harvested, U. S. and Egypt, 1929-1948 


staple cotton have a direct effect on the supply of foreign cottons competing with 
American cotton for while the long-staple cotton is a high-cost substitute for 
medium-staple cotton and ordinarily is not used in this fashion, the Egyptian 
medium-staples (Ashmouni, Zagori, and Giza 30 varieties) are easily substi- 
tutable for American cotton. Table 3 which compares the Egyptian acreage 


Number (thous.) Andex Numbers Per cent of World Total 
United States | Egypt U.S. Egypt | U.S. Egypt 

1929 43,242 1,911 158.4 124.8 50.44 2.23 
1930 42,454 2,162 155.5 141.2 49.81 2.54 
1931 38,705 1,747 141.8 114.1 47.56 2.15 
1932 35,939 1,135 131.6 74.1 46.46 1.48 
1933 29,978 1,873 109.8 122.3 39.78 2.49 
1934 26 , 866 1,798 98.4 117.4 46.50 2.44 
1935 27 ,335 1,733 100.1 113.1 35.96 2.28 
1936 30,054 1,781 110.1 116.3 32.54 1.93 
1937 33,623 2,053 123.1 134.0 35.79 2.19 
1938 24,248 1,852 88.8 120.9 31.55 2.41 
1939 23,805 1,687 87.2 110.1 32.90 2.33 
1940 24,861 1,749 87.4 114.2 * 31.50 2.31 
1941 22 , 236 1,706 81.4 111.4 29.90 2.29 
1942 22,602 733 82.8 47.8 33.50 1.09 
1943 21,652 740 79.3 48.3 31.78 1.09 
1944 20,009 885 73.3 57.8 33.42 1.48 
1945 17,241 1,020 63.1 66.6 31.10 1.84 
1946 | 17,615 1,258 64.5 | 82.1 31.06 2.22 
(p) 1947 21,269 1,302 77.9 85.0 35.46 2.17 
(p) 1948 23 ,003 1,496 84.2 97.7 35.46 2.31 


(p) Preliminary. 


Statistics, consecutive annual editions, 1945-1949. 


cotton acreage was devoted to medium-staple cotton. 


Sources: Compiled or derived from: Hearings on Cotton, Subcommittee of the Com- 
mittee on Agriculture, House of Representatives, 78th Congress, second Session, Washing- 
ton, Government Printing Office, 1945, p. 54. U.S. Department of Agriculture, Agricultural 


devoted to medium-staple varieties with the total cotton acreage indicates a 
definite shift in land use in the decade 1929-1939 from long-staple to medium- 
staple cotton. While Egyptian acreage in medium-staple cotton was only 46.4 per 
cent of total cotton acreage in 1932, it jumped to 56.0 per cent the following year 
and reached its peak for the pre-war years in 1936 when 58.2 per cent of the total 
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During the war, governmental restrictions on cotton production bore es- 
pecially heavily on medium-staple cotton, so that by 1946 medium-staple cotton 
production was less than one-third of total Egyptian production. By 1948, 
however, some 70 per cent of Egyptian cotton production was medium-staple 
cotton.’ Of the total Egyptian cotton acreage in this year 58.7 per cent was de- 
voted to growing medium-staple cotton.® 


Ill 


The yield of cotton per acre (Table 4) is much greater in Egypt than in the 
United States because of the generally excellent soils and controlled water supply 
of the Nile Valley. The improvement in U. 8. yields during the period under 


TABLE 3 
Egypt, Acreage Under Cotton (Ashmouni-Zagora), 1929-1938 


NUMBER (THOUS.) 
PER CENT ASH.-ZAG. 
YEAR BEGINNING AUGUST 1 , OF TOTAL 


= 


1929 


on 


5 
7 
0 
3 


8 
79 
,732 


35 
72 
7 


1 
1, 
1 
1 


N 
© 


Sources: Egyptian Cotton Yearbook, 1937-38, p. 104; 1938-39, p. 64. 


ZR 


study, however, narrowed the gap betweer. yields in the two countries. With the 
exception of years of abnormal yields in one country or the other, Egyptian 
yields were about two and one-half times as great as U. S. yields in the early 
years of the period, 1929-1948, and about twice as great as U. S. yields in the 
later years. This narrowing of the gap between cotton yields in the United 
States and Egypt is the result of the U. S. yield rising at a faster rate than 
in Egypt for Egyptian yields were increasing also during the same period. In 
the American case these higher yields are the result of a complex of factors 
principal among which were: a large reduction in total acreage devoted to cotton 
which meant the removal of marginal land from cotton cultivation, the partial 


5 Derived from Egyptian Cotton Yearbook, Cairo, consecutive annual editions. 

*R. P. Dunn, Jr., op. cit., p. 62. The difference between the proportion of cotton pro- 
duction and cotton acreage is due to the fact that higher yields are realized with medium- 
staple cotton. 


= 
Ashmouni-Zagora | 
834.6 | 
1930 971.8 
1931 787.5 
1932 526.3 
| 
1933 | 1,048.8 
1934 919.2 | 
1935 | 974.0 | 
1936 | 1,036.2 | 
1937 1,186.3 | 
1938 927.5 
1939 806.3 
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shifting of cotton-growing from low-yielding land in the southeast to high-yielding 
land in the southwest and west, planting of improved varieties of cotton, and 
the increased use of fertilizer. In Egypt, on the other hand, there has been a 
much smaller reduction in total acreage under cotton’ and this reduction has 
been chiefly in the highest-yielding areas because of governmental restrictions 


on cotton-growing in Upper Egypt.® 


TABLE 4 
Yield of Cotton per Harvested Acre, U. S. and Egypt, 1929-1948 


| EGYPT AS PER CENT 0F 


YEAR BEGINNING | 
} UNITED STATES U. & YIELD 


AUGUST 1 


5 


S828 BREE 


Sources: Read Dunn, Jr., Cotton in Egypt, p. 69; Tables 1 and 2. 


Iv 


In the period, 1929-1939, in which the Liverpool Cotton Market offered an 
international trading place for the world’s raw cotton, the price of Egyptian 
medium-staple cotton moved with the price of American cotton (Table 5). At its 
lowest relative price (1934) Egyptian cotton® sold in Liverpool at a price slightly 
less than 109 per cent of the price of American cotton.” In 1937 Egyptian cotton 


7 In the United States, cotton acreage in 1948 was hardly more than half that of 1929; 
in Egypt cotton acreage in 1948 was more than three-quarters that of 1929. 

*R. P. Dunn, Jr., op. cit., p. 25. * Uppers, Fully Good, Fair (a medium-staple). 
Middling Fair, 74”. 


1929 | 164 | _ 269.5 
1930 157 | 379 | 241.4 
1931 | 212 169.8 
1932 174 | 248 0 
1933 | 213 | 211.3 
1935 185 | 263.8 
1936 199 254.3 
| 
1937 163.7 
1938 | 194.1 
1939 | | 220.6 
1940 | 211.1 
1941 | 215.1 
1942 | | 216.2 
1943 | 192.9 
1944 | 176.9 
| 
1945 | 204.7 
1946 | 208.1 
1947 | 187.2 
1948 | | 184.1 
= 
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sold in Liverpool for 127 per cent of the price of American cotton. This was 
the highest relative price for Egyptian cotton during this eleven-year period. 
Since 1934 was the year of lowest American cotton production and 1937 the 
year of highest production in the United States, these price relationships appear 
to be evidence of a small variation in the relative prices of American and Egyp- 
tian cotton depending principally upon changes in the availability of American 
cotton. Egyptian cotton production in 1937 was also higher than that of 1934, 
but the percentage increase of the 1937 crop over the 1934 crop was much less in 
Egypt than in the United States. 


TABLE 5 
Season Average Price per Pound of American and Egyptian Cotton in Liverpool, 1929-1939 


INDEX NUMBER 

EGYPTIAN PRICE 

a MERICAN® EGYPTIANt (BASE: 1929-1939) AS PER CENT OF 
AMERICAN 


U.S. | Egypt 


(U. S. cents/lb.) 
18.44 21.25 ‘ 148.37 115.23 
11.61 13.95 . 97.40 120.15 

7.54 8.93 ‘ 62.35 118.43 
8.52 10.61 : 74.08 124.53 


12.47 13.77 ‘ 96.14 110.42 
14.24 15.49 . 108.15 108.77 
13.50 15.49 108.15 114.74 
14.62 17.40 : 121.49 119.01 


10.31 13.10 91.46 127.06 
10.15 11.80 . 82.39 116.25 
12.64 15.76 : 110.04 124.68 


* Middling Fair, 74”. 
+t Uppers, Fully Good, Fair. This is an Egyptian classification. Such cotton would be 


a medium-length staple. 
Source: Compiled or computed from, U. 8. Department of Agriculture, Agricultural 
Statistics, 1940 edition, p. 124; 1942 edition, p. 119. 


In the immediate post-war period, the price of Egyptian cotton maintained 
nearly the same relationship to the price of American cotton as before the war." 
Late in 1947, however, the impact of the “dollar shortage” on western Europe 
forced these nations to turn from the United States to other (non-dollar) sources 
of cotton. The result was an extremely rapid rise in the price of Egyptian cotton. 
The price quotations for the five-months period November, 1947—March, 1948, 
clearly illustrate the effect of this shift (see top of page 346). 

As dollars became available under the Marshall Plan the spread between the 
prices of American and Egyptian cotton was reduced. By October, 1948, the 
Egyptian price was 131 per cent of the American price.” 


"RR. P. Dunn, Jr., op. cit., p. 79. 
12 Jbid. Although outside the period of this study, it is interesting to note that by May, 


1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
‘ 
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PER CENT EGYPTIAN PRICE 
OF U. 5. PRICE 


Nov., 1947 33.61 34.52 } 102.70 
Dec., 1947 35.7 39.17 | 109.44 
Jan., 1948 35.15 45.21 128.62 
Feb., 1948 32.76 60.70 185.28 
Mar., 1948 34.18 71.33 208 .68 


Nore: Prices are spot market prices for U.S. middling 454g” cotton and Egyptian 
Ashmouni, fully good, fair cotton. Consequently, these prices may not be compared direcly 


with those given in Table 5. 
Source: R. P. Dunn, Jr., op. cit., p. 79. 


v 


Cotton exports are almost Egypt’s only commercial link with the outside 
world. It seems clear that the volume of her imports depend upon the volume of 
her exports and not the other way round."* Cotton exports usually comprise from 
seventy-five to ninety per cent of the total value of her exports.'* Consequently, 
the Egyptian government has on occasion interfered in either the production or 
marketing of cotton in attempts to maximize the amount of foreign exchange 
yielded by cotton exports. These efforts have, in general, been unsuccessful." 

Egyptian exports of cotton appear to have fluctuated in sympathy with U. 8. 
cotton exports in some years but not others during the period 1929-1948 (Table 
6). In the pre-war period especially, years in which the United States’ share of the 
world export total fell, the Egyptian share rose, but proportionally the changes 
were not always comparable. This is not difficult to understand since these 
figures include exports of both long-staple and medium-staple cotton and the 
former type (an Egyptian specialty) possesses a rather distinct market for tech- 
nical reasons. It is, perhaps, more significant that in the pre-war period the 
percentage of medium-staple cotton out of total Egyptian cotton exports was 
(except for the year 1930) consistently higher after 1933 than in the earlier 
years, 1929-1932 (see Table 7). Here we probably have an indication of Egypt’s 
adjustment to the U. S. price-support and acreage-control programs. 

Because Egypt’s total cotton exports do not bulk large in the world total 
and because these exports, with the exception of the war years, have been more 
stable than the larger exporting nations, the absolute changes in her exports 
have not been impressive. The difference between the largest volume of exports 


1952, the price of Egyptian cotton had actually fallen below that of similar U. 8. cotton. 
In this month the price of American cotton (middling 54”) in U. 8. spot markets was 
38.64 cents per pound; the price of Egyptian cotton (Ashmouni, fully good, fair) in Alex- 
andria was 34.31 U. 8. cents per pound. International Cotton Advisory Committee, Cotton 
Quarterly Statistical Bulletin, June, 1952, pp. 44-45. 

13 Charles Issawi, Egypt: An Economic and Social Analysis, p. 113; also, C. Bresciani- 
Tuwaii, ‘““Egypt’s Balance of Trade,”’ Journal of Political Economy, 42 (June, 1934) 3, p. 384. 

“4 Issawi, op. cit., p. 122; also, J. W. Taylor, Egypt, p. 32. 16 C. Bresciani-Turrani, 


op. cit., p. 372. 


346 
won v. 8 | 
| (U.S. cents per pound) 


COTTON COMPETITION—U. 8. AND EGYPT 347 


(1939) and of the smallest volume (1930) in the pre-war period was only 650,000 
bales. This stability in exports reflects the stability in acreage planted to cotton 
and a consistent yield. These factors, in turn, arise from the very severe physi- 
cal limitations placed on all Egyptian agriculture by virtue of her climate and 
the Nile Waters. 


TABLE 6 
Cotton Exports, U. S. and Egypt, 1929-1948 


BALES (500 LBS. GR. WT.) EXPORTED 


Quantity (thous) Gin Rate | Per cent of World Total 


| United States | 


BBRE 


— 

o 


S388 8388 


© 


* Year beginning August 1. 

Sources: Compiled or derived from International Institute of Agriculture, International 
Yearbook of Agricultural Statistics, 1931-32 edition, pp. 464-469; 1934-35 edition, pp. 532- 
537; 1940-41 edition, pp. 458-465; 1945-46 edition, part 2, pp. 418-427. International Cotton 
Advisory Committee, Cotton Quarterly Statistical Bulletin. 


vI 


Because the total number of persons involved is not large, the Egyptian 
population problem has not received world attention as has the similar Indian 
problem. The increase in the Egyptian population in the twenty years, 1929-1949, 
has, however, amounted to some 5.4 million persons. This represents an increase 


| US. | | U.S. | Egypt 
1929 8,127 163.40 114.6 | 51.73 10.06 
1930 7,159 | 143.94 89.1 49.76 8.54 
1931 «7,535 | 151.50 111.6 53.60 10.94 
1932 9,817 71.05 100.8 66.43 9.41 
| 
| 
1933 9,229 185.56 | (118.3 61.27 | 10.82 
1934 6,336 127.39 (128.9 45.87 12.87 
1935 6,453 129.75 | 128.9 | 45.91 | 12.64 
1936 5,912 118.87 117.2 40.43 11.05 
1937 6,349 127.65 | 133.8 41.97 12.19 
1938 | 4,787 96.25 | 119.3 37.47 | 12.88 
1939 5,030 101.13 136.8 38.59 14.47 
1940 4,008 80.59 78.7 42.40 11.48 
1941 1,260 25.33 | 69.4 | 18.49 | 14.08 
1942 22.40 53.5 25.70 | 17.00 
1943 (1,442 23.99 48.8 37.10 | 17.29 
1944 (1,042 2.95 42.4 28.78 16.16 
| 
1945* (3,613 72.64 62.0 | 39.16 9.32 
3,544 71.26 108.0 | 36.90 | 15.50 
1947* 1,968 | 39.57 114.4 22.65 18.15 
1948* | 4,748 | | 95.46 | 123.3 | 48.97 | 15.75 
= 
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in population of about one-third over the 1929 total."* The population of the 
United States, by comparison, rose only about one-fourth in the same period. 
This increase in population constitutes a serious economic problem for Egypt 
and bears directly on Egypt’s position in the world cotton market.” During the 
period under study Egypt ceased to be a food-exporting nation and became a food 
importer instead."* The Food and Agriculture Organization of the United Nations 
estimates that in the 1934-1938 period, the daily per capita value of available 
food supplies in Egypt was 2,450 calories. By 1947, this had been reduced to 
2,364 calories—a fall of nearly five per cent in about ten years.'* 


TABLE 7 
Egyptian Exports of Medium-Staple Cotton, 1929-1938 


BALES (S00 LBS. GR. WT.) EXPORTED 
Quantity (thous.) Per cent Ash.-Zag 
of Total 
Ashmouni-Zagora | All Cotton Exports 

1929 751.8 1,329. 56.5 
1930 890.1 1,392.8 63.9 
1931 926.3 1,567.0 59.1 
1932 731.4 1,311.4 55.8 
1933 1,184.7 1,864.3 63.5 
1934 1,094.8 1,653.1 66.2 
1935 1,073.2 1,697.9 63.2 
1936 1,169.9 1,834.1 63.8 

| 
1937 | 1,164.6 1,791.6 } 65.0 
1938 1,084.2 | 1,762.8 61.5 


Sources: Egyptian Cotton Yearbook, 1934-35, p. 115; 1938-39, p. 90. 


This increase in population appears to be a long-term phenomenon. The 
population of Egypt more than doubled in the last fifty years.” In this same 
period, the estimated increase in agricultural production was only one-third and 
the increase in area under cultivation one-tenth." Between 1926-1928 and 1939, 


16 The 1929 figure (14,611,000 persons) used in this calculation is a crude estimate based 
upon the census figure of 1927 found in: United Nations, Demographic Yearbook, 1949-50, 
p. 84, and the 1932 estimate in the same source, pp. 96-97. The 1949 figure (20,045,000 persons) 
is an estimate found in: United Nations, Monthly Bulletin of Statistics, V (June, 1951) 6, p. 6. 

17 See the writer’s article, op. cit., for a discussion of this point in the case of India. The 
Egyptian situation differs from that of India principally in the uniqueness of her long- 
staple cotton. Food-exporting nations such as the United States and the Soviet Union 
import Egyptian long-staple cotton because they cannot produce it themselves in sufficient 
quantities and because virtually no substitute is available for certain uses (e.g., sewing 
thread). 

18 United Nations, Review of Economic Conditions in the Middle East, p. 15. 9 Thid. 

2° United Nations, Domestic Financing of Economic Development, p. 114. 

21 Ibid. The unusual increase in yield indicated by the figures on increase in agricultural 
production and increase in area under cultivation is probably due chiefly to the spread 
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the increase in production of major crops kept pace with the increase in popu- 
lation, but since 1939 this has not been the case. Nor has industrial production 
increased sufficiently to make up the difference in per capita income.” 

The Egyptian food problem probably would have approached the crisis stage 
not long after 1939 had there been no war, but the great difficulties of procuring 
shipping for the export of cotton and the import of food led to reduction of the 
acreage under cotton by government regulation. The Egyptian government 
found it necessary to continue these restrictions in modified form in the immedi- 
ate post-war years.” 

Agricultural production in Egypt is limited primarily by two factors—the 
volume of water flowing down the Nile River available for irrigation and the 
maintenance of the fertility of the soil under irrigation. 

No satisfactory estimate of the additional area which might be brought under 
cultivation by irrigation is available. Egyptian officials estimated after World 
War II that the area under cultivation might be increased by twenty-five per cent 
or about two and one-third million acres.* If, following the pre-war proportion 
of land use, one-fifth of this area were planted to cotton, the increase in cotton 
production would amount to only about one-half million bales assuming current 
yields were maintained. A recent observer, however, fixes 1.8 million acres as 
the maximum possible increase in acreage under cultivation.* The increase in 
cotton production under the preceding assumptions would be, in this case, only 
about 400,000 bales. 

Attempts to increase the water supply for irrigation purposes will require 
large capital expenditures which Egypt almost certainly cannot herself supply 
except over a very long period of time and which may not be forth-coming from 
abroad until Egypt demonstrates more economic and political stability as an inde- 
pendent nation than she has shown to date. In addition, political difficulties will 
be met with since the cooperation of Abyssinia, Uganda, and the Anglo-Egyptian 
Sudan will be essential.” 

The problem of maintaining fertility on the irrigated land of Egypt is in some 
respects similar to that of Pakistan. Salinity of the soil is a serious matter, 
often requiring expensive drainage facilities. The loss of the silt formerly de- 
posited on the land by the ancient “flood” method of irrigation requires large 
doses of artificial fertilizer periodically to prevent a decline in yields. Further- 
more, the best lands from the standpoint of irrigation have already been put to 
use in this way and, consequently, as the area under irrigation is enlarged the 
cost relative to the return will rise.” 


of irrigation. Where water is carried to previously unirrigated land not only do yields rise 
for a particular crop, but it often becomes possible to increase the number of crops per year 
on the same land from one to two. See R. P. Dunn, Jr., op. cit., p. 12-13. As many as three 
crops a year are sometimes produced on the same land. 

22 United Nations, Review of Economic Conditions in the Middle East, p.13. "J. W. 
Taylor, op. cit., p. 48; R. P. Dunn, Jr., op. cit., p. 29. 

*R. P. Dunn, Jr., op. cit., p. 20. 

Tbid.,p.21. Ibid. 

7 See A. E. Crouchley, The Economic Development of Modern Egypt, pp. 241-245, for a 
less pessimistic view of the future of irrigation in Egypt. 
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As was the case among the other major cotton-exporting nations of the world 
during the 1929-1948 period, the Egyptian cotton textile industry grew steadily. 
The rising importance of the cotton textile industry in Egypt is in part due to 
a moderate protective tariff which went into effect in 1930 when the last com- 
mercial treaty which prohibited such tariffs expired.” Imports of cotton piece- 
goods declined from 66.7 million pounds in the calendar year 1929” to 54.4 
million pounds in 1934” and to 21.6 million pounds in 1939." World War II 
virtually cut Egypt off commercially from the rest of the world and led to a 
tremendous increase in cotton textile production in order to supply the deficit 
left by the cessation of foreign trade. After the war, imports, even as late as 
1948, did not approach even the low 1939 level. In 1946, Egypt imported some 
5.4 million pounds of cotton piece-goods;” by 1948, this figure had risen to 
7.7 million pounds.* At this level cotton piece-goods imports were one-third 
of what they had been in 1939 and only one-eighth of the 1929 figure. 

Domestic production rose in a rough correspondence with the decline in 
imports. From the low 1929 figure of 7.2 million square yards production in- 
creased steadily until 1934 when some 44.9 million square yards were manu- 
factured.* By 1939, production had reached 121.1 million square yards;® by 
1948, 191.6 million square yards were produced.* Thus production in 1948 was 
over half again as large as in 1939 and twenty-five times as large as in 1929. 

Cotton consumption increased, of course, as production of textiles increased 
until at the close of the period under study nearly one-quarter million bales of 
cotton were being consumed in the mills of Egypt. All of this cotton was grown 
in Egypt; the importation of raw cotton into Egypt is prohibited.” 

This increase in domestic cotton production has not, in all probability, been 
accompanied by an increase in per capita consumption of cotton. According 
to the United Nations’ Food and Agriculture Organization, the amount of cotton 
in cotton products available per person for home use in Egypt in 1938 was 2.5 
pounds; by 1948 this figure had risen to 2.6 pounds, but had dropped by 1950 to 
2.4 pounds.* The author’s own estimate of per capita consumption of cotton in 
Egypt in 1930 is 3.5 pounds.” 


%8 Ibid., p. 227. Much higher rates went into effect in April, 1938. C. Empson, Report 
on Economic and Commercial Conditions in Egypt, p. 23. 

2° U. S. Department of Commerce, Foreign Commerce Yearbook, 1933, p. 29. 

3° Jbid., 1936 edition, p. 33. ™ Jbid., 1939 edition, p. 24. Jbid., 1948 edition, 
p. 41. ™ Jbid., 1949 edition, p. 623. 

* Derived from G. H. Selons, Report on Economic and Commercial Conditions in Egypt, 
p. 115. 

%6R. P. Dunn, Jr., op. cit., p. 90. 36 Tbid. 7 4. E. Crouchley, op. cit., p. 228. 

3% Per Caput Fiber Consumption Levels, p. 13. 

% This is derived from cotton piece-goods consumption figures given in G. H. Selons, 
op. cit., p. 115, the conversion factor given in United Nations, Per Caput Fiber Consumption 
Levels, p. 6, and the population data given above, p. 95. The margin of error in per capita 
cotton consumption figures is large, however, and not too much significance can be placed 
on differences when the bases of the estimates are not the same. R. P. Dunn, Jr., was given 
a figure of five pounds per capita by Egyptian officials in 1947. Cotton in Egypt, p. 87, n. 1. 
This is almost certainly much too large. 
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Although the total quantity of cotton involved is not large relative to normal 
U.S. production, the Egyptian cotton industry showed itself during a large part 
of the period, 1929-1948, to be quite sensitive to events in the U. S. cotton 
industry. The causal chain did not always run in the same direction, however. 

In 1931 and 1932, for example, the Egyptian government's restrictions on the 
growing and marketing of Egyptian cotton must have contributed to the un- 
usually high level of American cotton exports in those years. Curiously enough, 
I have been unable to find any reference to this fact in any of the American 
discussions of the decline in American cotton exports after 1932. Obviously, if 
U. S. exports were higher in 1932 than they would have been in the absence of 
the Egyptian restrictions, then the magnitude of the fall in exports after 1932 
could not have been due entirely to the U. S. agricultural program of the mid- 
thirties. And, of course, it is the difference between one period and the next 
which is important in this connection rather than the absolute level of exports. 

If one takes into account the enforced reduction of acreage in 1931 and 1932, 
it would appear that Egypt expanded her cotton acreage very little as a result 
of the U. S. agricuitural program. Production did increase, however, during 
the nineteen-thirties as a result of an increase in yield. Since this increase in 
yield arose primarily from the expansion of the irrigated area of Egypt at 
the expense of the “flooded” area, it might be argued that the improvement 
in the world market for Egyptian cotton led to the making of capital expendi- 
tures for irrigation. To the extent that the U. S. program contributed to higher 
prices and a larger volume of exports of Egyptian cotton, it may thus have 
also contributed to the spread of irrigation in Egypt and consequent improve- 
ment in yields and in total production. This is, however, a tenuous thread of 
reasoning and is certainly not wholly correct. It suffices to point out that Egypt’s 
efforts to control the Nile extend over several millenia and, in particular, since 
1907,® large projects in the way of modern irrigation have been carried out. 

On the other hand, it is probably significant that fertilizer imports increased 
each year from 1935-1937 and the improvement in the cotton market almost 
certainly played a large part in this trade development by making the use of 
increased fertilizer doses profitable and by providing the foreign exchange with 
which to purchase it. 

It appears that the most important reaction in Egypt to the American cotton 
program was the shift from long-staple cotton to medium-staple cotton as the 
market for the latter improved relatively. This shift, of noticeable propor- 
tions, was still small in an absolute sense and could not, quantitatively have 
accounted for much of the decline in the foreign market position of American 
cotton. 

The war gave Egypt’s cotton industry a severe set-back from which it had 
just recovered production-wise in 1948. In terms of acreage, the government 
had not by this date been in a position to allow a return to the pre-war propor- 
tions because of the food situation. 


40The date of the Aswan Dam. 


352 ROYALL BRANDIS 


The growth of the cotton textile industry from negligible size to a point at 
which it was absorbing nearly one-quarter of a million bales of Egyptian cotton 
annually was not accompanied by a rise in per capita cotton consumption in | 
Egypt and could not, therefore, have even indirectly improved the market for 
American cotton. Only if we assume that per capita cotton consumption in Egypt 
would have fallen in the absence of a domestic cotton textile industry would it 
be possible to claim significance for this new industry in this respect. There is 
not enough evidence available to decide this question. 

Finally, for the future it does not seem likely that Egypt will be able to expand 
her production of cotton to a significant degree because of the physical and 
financial limits to further irrigation in the Nile valley and because of the pressure 
of her population. In a world which well may not experience free multilateral 
trade in the next generation, this latter fact has a significance not usually given 
it in foreign trade theory. 


TECHNICAL SCALE RELATIONSHIPS AND FARM SIZE 
POLICY 


EARL O. HEADY* 
Towa State College 


The nature of returns to scale in agriculture has been the foundation of 
continuous debate and speculation by agricultural economists. Many assump- 
tions in respect to the nature of scale returns are implicit in the recommendations 
of agricultural economists, in the “agricultural planks” of political aspirants and 
in the extreme statements of family-farm proponents. While there are nearly as 
many definitions of a family farm as there are individuals and no one of the 
definitions has any great economic content, a large group of people take a farm 
of this size, whatever it may be, to stand among the uppermost values of society. 
The “family farm stand” is often ‘tied in” with the “‘protect-the-agricultural- 
opportunities” proposition. This proposition supposes that every child born in 
agriculture “has a natural right’’ to become an operating farmer. Many people 
point out that the number of opportunities in farming is on the decrease; there- 
fore, since “the home grounds are endangered,” steps must be taken which 
will check forces leading to larger farms, the indirect cause of fewer “family 
farms” and “fewer opportunities in farming.” These arguments imply great 
scale economies in farming and that as soon as their full consequences begin to 
unfurl, remaining farms will become much larger while large numbers of family 
farms and farming opportunities will disappear. 

Similarly, the conventional farm survey suggests, through the residual im- 
putational procedures employed, increasing returns over the range of farm sizes 
typically found in agriculture. In contrast, however, we find farms of diverse 
sizes existing and prospering side by side. Also, while there has been a gradual 
increase in the average size of farms (when measured in land inputs), adjustment 
has always been very gradual. These considerations support (although it is not 
necessarily one held by the writer) an hypothesis of constant returns to scale; 
while no limits would exist for size of a single farm under constant returns, small 
farms could prosper side-by-side with large farms and resource productivities 
could be equated between farms of different sizes. This possibility is in conflict 
with the hypothesis implied perpetually by those who see the family farm en- 
dangered. Which of these hypotheses is right? 


WELFARE CRITERION AND ROLE OF SCALE ECONOMIES 


Before we speculate further on the nature of scale returns and their implica- 
tions in agriculture, we wish to suggest a more objective framework for analyzing 
farm size. Under the cloak of “family farms,” discussions of farm size have been 


* Journal paper J-2150 of the Iowa Agr. Exp. Sta., project 1135. Certain comments of 
Earl Kehrberg, Harold Jensen and W. W. McPherson have improved the logic of this 


paper. 
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partly intertwined with those of ownership and farming opportunities with 
the entire complex thrown into the category whereby any good citizen must be 
“for motherhood, against sin and for farms of limited size.” Limitations on farm 
size have been supposed by many to be a near-ultimate end of society. The term 
“family farm’ has become a subject for “soap box oratory’’; like ‘“‘more jobs 
and higher wages for laborers” and “more business and higher profits for manu- 
facturers,” it has popular appeal. 

But farm size is not an end in itself. It is only a means to alternative ends. 
These possible ends, which call for farms of different sizes are not entirely 
compatible and include the following: 1. Farms of a size to guarantee an efficient 
product in the sense of minimum cost or resource outlays for a given output or a 
maximum output from a given resource input. In terms of competitive firms, of 
the Chamberlinian type, this end taken alone would call for farms of a size to 
attain minimum long-run costs. Farms both smaller and larger would be dis- 
couraged. 2. Farms of a size to guarantee political and social stability. This is the 
end in minds of persons who point out that a city child is more likely to become 
a criminal than a farm child; it is the end implied in the statement that “farmers 
are independent persons interested in safeguarding their freedom and are therefore 
prone to resist social upheaval.” It is partly the end which the clergy uses in 
pointing out that rural communities contain a larger proportion of church 
members than cities. These considerations, if carried to the extremes, call for a 
greater proportion of the population on farms and more small farms. The evi- 
dence does not clearly support the hypothesis, however, that a policy of limited 
farm size and a rural population is an effective means of guaranteeing freedom 
and political stability. While dictatorship and communism have readily swept 
through Eastern Europe and Central Asia, nations where the population is 
concentrated on small, low-income farms, democracy and political stability 
have flourished in Great Britain, a nation of large agricultural holdings and a 
small farm population. Sociological researches also suggest that the incidence 
of crime is not a function of rural living per se. 3. Farms of a size to guarantee 
equity in the distribution of income. Like all other major questions in economic 
organization, farm size involves those twin considerations of efficiency—effi- 
ciency in production and efficiency in the allocation of income (the problems of 
efficient resource allocation and efficient income distribution). These sets of 
phenomena are not distinct and discrete. While a pattern of farm size designed 
to bring about “equity” in the distribution of income, in the sense of modern 
welfare economics, would not call for farms all of equal size, it undoubtedly would 
limit great differences in farm size; large units would be prohibited in order that 
small holders could possess more resources and hence generate more income. 


FAMILY FARMS AND EFFICIENCY 


Some writers claim that efficiency is not a paramount issue in farm size policy. 
Historic precedents, agrarian principles and “‘other ends” are cited as standing 
at a level with or above economic efficiency. But economic efficiency is involved 
regardless of the end or basis taken for prescribing optimal conditions of produc- 
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tion. It involves choice between all competing ends, irrespective of their nature, 
where limited resources and services are concerned. On the one hand we can ask: 
Does a policy of farm size limitation represent the most efficient means of attain- 
ing goals such as social stability, church membership or an equitable distribution 
of income? While alternative objectives of farm size may be complementary 
over a range, they certainly become competitive at other levels. Income redis- 
tribution may come at the expense of production and vice versa; a policy of 
farm subdivision and size limitation may cause incomes to be more nearly equal 
(“equal” and “equitable” are not synonomous in the terms of welfare economics) 
but at the same time the size of the product to be distributed may be decreased. 
This is the obvious outcome where scale economics are great; a reduction in size 
and an increase in number of farms must cause production to slide down the 
scale line and therefore to require a greater quantity of resources for the same 
output (or a smaller output from the same resources). 

If our farm size policy is to be systematic and logical, we need to examine 
the efficiency of farms of different sizes as a means to particular objectives. 
With political and social stability an end standing high in the value system of a 
nation, can this goal be attained without great sacrifices in agricultural produc- 
tion? Using farm size as a means to this end, we might quadruple the number of 
farms and the number of persons living on farms. This step would take families 
out of towns and cities and “Jessen their contact with crime”; it also would 
lower both the efficiency of agricultural production and the amount of non-farm 
goods and services produced. As an extreme and contrasting program of attain- 
ing social stability (if indeed mere “living in the country” can be proven to 
facilitate this end), we might encourage farms of an optimum size in terms of 
costs and resource outlays. More people could then engage in production of non- 
farm products, and, “to get families away from crime,’ we could have city 
workers live in the country. Part of the resources saved through a pattern of 
“minimum cost” farms could be used to subsidize ‘‘country living by city work- 
ers.”” The extent to which one of these alternatives should be selected over the 
other depends partly on the nature of returns to scale in farming. If farm products 
are produced under conditions of constant returns to scale, no sacrifice in national 
product is involved if we have a large number of small units; the sacrifice may 
be very great if farm production takes place under a high degree of increasing 
returns. We cannot make sensible choices between alternatives such as these 
unless we have knowledge of scale returns in agriculture and hence can predict 
the sacrifice in one alternative as we press forward on the other. 


PRODUCTION POSSIBILITIES 


Even then we must recognize that only under unique conditions does economic 
choice and efficiency entail the selection of one alternative at the complete 
exclusion of another. This statement and the implication of scale returns (or 
cost economies of any sort) to it can be illustrated by means of a simple illustra- 
tion falling in a choice-making and efficiency framework. Let us take an extreme 
example and compare choice between production of agricultural products and 
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numbers of farms, with farm numbers taken as a good per se in the manner of 
the agricultural fundamentalist or the tenure enthusiast (We select “farm 
numbers” as a “good’’ for purposes of simplicity). Actually it is other attributes 
of farm numbers which serve as a “good.’’ The conclusions are the same, how- 
ever. First we must examine the nature of the production possibilities with 
farm numbers and farm products taken as goods which can be produced with a 
given collection of resources. By drawing on a conventional relationship in 
production economics, we get an iso-resource or production possibility curve 
of the nature of SL in figure 1 where we suppose scale diseconomies to be slight. 
(The implications of increasing and constant returns will be brought out later.) 
If diseconomies to scale are great, the production possibility curve is of the 
nature indicated by GR. Under GR, an increase in farm numbers by N,N; entails 
a sacrifice in product amounting to P,P:; under SL a gain in farm numbers by 
N,N; entails a greater sacrifice in product or a loss amounting to P;P,. The 


Figure 2 
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sacrifice is less under GR since the rates of substitution between farm production 
and farm numbers are lower than for SL. 

Now if we turn to figure 2, the manner in which (a) returns in production 
and hence (2) the substitution rates on the production possibility curve affect 
choice for a community with a given set of values can be illustrated. Curve 7D 
is the community indifference curve indicating the relative value which society 
attaches to farm production relative to farm numbers (or the services and values 
to which farm numbers give rise). 1. With resources limited in the quantity 
indicated by iso-resource curve SL, the optimum combination of the two alterna- 
tives includes a number of farms amounting to ON and a quantity of production 
equal to OP’; here the indifference curve /D is tangent to the possibility or 
opportunity curve SL and the marginal rate of substitution of farm numbers for 
farm output is equal in production and consumption. Given the same set of 
values by society as is indicated by indifference curve /’D’ (the curve J’D’ has 
the same slope as 7D) but a condition where diseconomies to scale are very great, 
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as indicated by opportunity curve GR, a different combination represents an 
optimum choice or maximum economic efficiency. Under this situation welfare is 
at a maximum with selection of OP production from farms and ON’ farms, a 
larger number of farms than in our previous case.' Obviously then, the choice of 
combinations denoting maximum efficiency depends also on the nature of scale 
or cost returns.? 


TECHNICAL SCALE AND COST RELATIONSHIPS 


Having set forth the role of scale relationships in farm size choices, we now 
discuss the nature of scale and cost economies in agriculture. True scale economies 
are concerned, of course, only if all factors in homogeneous form are increased 
simultaneously by equal proportions (i.e. the proportions of the various factors 
must be held in constant proportions as input levels are raised). If the sum of the 
production elasticities for the several resources is 1.0, constant returns to scale 
prevail. A sum of elasticities less than 1.0 denotes decreasing returns to scale 
while a figure greater than 1.0 denotes increasing returns to scale. Per unit costs 
of production may decline, however, not only through the scale route but also 
through the proportionality route. Individual resources can be varied in amount 
while others may be held constant and costs may decline because of the spread- 
ing of fixed costs and for the phenomenon of increasing productivity of single 
factors. Actually the forces giving rise to decreasing unit costs as output of single 
farms is extended to include the following (increasing unit costs arise from their 
opposite): 1. Internal technical economies growing out of increasing returns to 
scale under true scale adjustments or out of increasing marginal productivity of 
single factors brought about by proportionality adjustments and the overcoming 
of factor indivisibility; 2. Internal monetary economies brought about through 
the purchase of resources or credit in volume; 3. External technical economies of 
a miscellaneous nature; 4. External monetary economies of varied sorts. Aside 
from certain large specialized farms, the main category from above which bring 
about cost advantages for larger units in agriculture is that of internal technical 
economies. If farms are destined to become increasingly large through cost 
forces, changes in technology along with proportionality and scale relationships 
within the farm will far outweigh all other forces. 

Although discussions and arguments over farm size have been “hot and heavy” 
for several decades, little is yet known about true scale returns in agriculture, 
or even about the nature of costs as related to proportionality adjustments in 
farm acreage or livestock numbers. On the one hand it appears that constant 


1A community indifference curve can be constructed only if we are willing to accept 
compensation. While the details of this statement cannot be given here, they are outlined 
by Baumol (‘‘The Community Indifference Curve, A Reconstruction,” Review of Economic 
Studies, Vol. 17). 

2 The logic would be parallel had we used examples of increasing returns for farm pro- 
duction for farming types where increasing scale returns are ‘‘great.’’ The possibility 
curve then will be convex to the origin and will have “‘little”’ absolute slope; for a given 
indifference curve, efficient choice will call for fewer farms and greater production than in 
the case where increasing returns are “‘slight.’’ 
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returns to scale should prevail if all factors including management could be 
increased by equal proportions. On the other hand it appears that physical scale 
relationships should be of either an increasing or decreasing nature. It is likely 
that diminishing returns hold true for a plow which is made bigger and bigger 
(e.g. an increase from one 14-inch plow bottom to two, four, eight or sixteen 
14-inch plow bottoms). The first laws of physics indicate that as an object is 
increased according to scale, volume increases as the cube of the length while 
area increases only as the square. While engineering phenomena might specify 
either increasing or decreasing returns, scale changes need not be restricted to 
the types of adjustments outlined above. Scale can be increased by the use of 
two four-bottom plows and two identical tractors rather than one eight-bottom 
plow and a “proportionately larger” tractor. Similarly, scale can be increased 
for a single farm firm through addition of duplicate acreages and duplicate 
collections of machinery as well as by a spatial expansion of a given unit. If the 
original farm size includes 640 acres of wheat land, twelve months of labor 
and one tractor with complementary equipment, the farm firm can be doubled 
in scale by acquisition of another 640 acres and use of twenty-four months of 
labor and a duplicate set of machinery.* The same type of scale adjustment 
can be made in livestock production. A common farmer observation is that the 
disease hazard in hog production becomes greater when numbers of litters is 
increased beyond 18-20 per season. However, even if disease is a function of 
herd size, the swine enterprise need not be increased at a single location; size 
of the hog enterprise can be increased in the “true scale” sense, being duplicate 
units located at different corners of the farm or even on different farms. It seems 
possible that constant returns might hold true were single farmers to double or 
triple operating units in the manner outlined here. While not all farmers have 
managerial ability to expand in a true scale manner, certainly a large number 
of operators do have. Returns-to-scale relationships are accurately reflected 
only if all factors including management are increased in equal proportions. 
Possibilities of increasing and decreasing returns to scale. Specialization and 
division of labor by tasks provide one basis for an hypothesis of ranges of in- 
creasing returns to scale in agriculture. With the number of laborers, machines, 
buildings and animals increased in identical proportions, the greater volume 
should allow workers to specialize in an extent that tasks can be fitted to abilities 
and work simplification can be extended. With a proportionate increase in all 
factors, the product should increase because of the greater labor productivity. 
Some dry-lot dairy farms are large enough to realize these scale economies. 
However, most farms never attain a size such that these economies are realized 
to any significant degree. Even for farms employing two or three men, the 
seasonality, spatial and biological character of agricultural production serves to 


* Obviously, some degree of decreasing returns would exist if the farm headquarters were 
retained at a single location as acres, labor and machines are increased. Added time would 
be required in mere travel to outlying fields as the farm acreage increased. Yet the estab- 
lishment of a second farm headquarters could, conceivably, reduce travel on the second 
640 acres to a point where it equals that on the first. 
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deter the scale gains realized in small non-farm firms of approximately the same 
size. 

Decreasing physical returns to scale in agriculture are likely to be explained 
mainly in managerial limitations. However, the relationship falls in the realm of 
proportionality when a single stock of management is limited in the sense that 
pure supervision becomes less exacting and coordination (true management or 
choice-making) becomes less perfect. Management in the sense of coordination 
is limited because of the uncertainty of considerations outlined later. Finally, 
distance and travel may cause decreasing returns to scale where acreage is 
extended continuously rather than as two distinct units each with its own farm- 
stead. 

Farm production functions. The few empirical studies made to test returns to 
scale in agriculture suggest decreasing or constant returns. Even then these 
data cannot be taken as conclusive evidence. They are based on samples which 
include great heterogeneity in the resources employed: management has not 
been included as an input and perhaps the procedures employed are not most 
appropriate. Using a logarithmic function which forces a single elasticity for 
each factor, the writer obtained the data for Iowa farms included below in 
Table 1. While the function employed allows only one elasticity over the range 
of observations studied, the same function was employed for different segments 
of the data; all ranges gave elasticities indicative of decreasing returns to scale.‘ 

The data of Table 2, also based on a Cobb-Douglas function of constant 
elasticity, were derived by means of simultaneous equations and give some sug- 
gestion of returns to scale in crop and livestock production in Southern Iowa 
for 1947. The estimates suggest that crop production took place under decreasing 
returns (a 1 per cent increase in all resources gave an .81 per cent increase in 
output) while livestock production took place under conditions of increasing 
returns. Farms in the area have relatively little capital in livestock. (It is inter- 
esting to note that livestock elasticities are also high in Table 1.) 


4A production function derived for Southern Iowa farms in 1950 gave the following 
results where Y refers to the value of farm production, F refers to real estate (land and 
buildings), L refers to labor, M refers to machine services, F refers to livestock and feed 
services and Z refers to miscellaneous resource service. 


Y = 31 


The exponents of this logarithmic function are elasticities: an increase in real estate by 
1.0 per cent is accompanied by a .23 per cent increase in product. Since the sum of the 
elasticities is 1.11, increasing returns to scale should be indicated. However, a test of sig- 
nificance indicated that, at a 5 per cent probability level, the results do not differ signifi- 
cantly from constant returns. 

A production function estimated by means of simultaneous equations for cash-crop 
farms in Central Iowa for 1948 resulted in the following regression equation with inputs 
aggregated into labor (L), all capital services (C) and land (R): 

Y = 1.46 L-*C-“R-87 
While the sum of the constant elasticities is 1.1 suggesting that an increase in all factors 


by 1 per cent results in an increased output of 1.1 per cent, the statistics do not differ sig- 
nificantly from linear. 
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Early studies such as that of Warren suggested increasing returns to scale or 
declining average costs through the ranges of farm sizes studied®; the relatively 
greater labor return or management profit on large farms implies, apart from 
the imputational difficulties mentioned elsewhere, some nature of factor or cost 
savings as output per farm is expanded.*® More recent studies based on the same 
technique of estimation suggest the same thing for prosperous periods but 
imply decreasing returns during periods of unfavorable prices. Much work is yet 
to be done, however, before any refined knowledge will be had about scale 


relationships in farming. 
TABLE 1 


Elasticities Indicating Returns to Scale Relationships for a Random Sample of Iowa 
Farms, 1939 


ELASTICITY OF PARTICULAR RESOURCE SERVICES 


Other resource 
services 


Livestock 
and feed 


Small farms........ 


TABLE 2 
Elasticities Estimated for Crop and Livestock Production in Southern Iowa, 1948 
ELASTICITIES IN 


ELASTICITIES IN 
CROP PRODUCTION 


Capital in equipment, machine services, 

buildings, crop services, etc............ 01 41 
49 


Capital in livestock..................... 


SIZE AND COST ECONOMIES 


While the size of the firm can be increased through scale adjustments, major 
changes in farm size and most of the concern about farm size revolve around 
semiproportionality adjustments. One farmer operates 160 acres with a general- 
purpose tractor and 15 months of labor; another operates 240 acres with the 
same complement of machinery and perhaps 20 months of labor. A third farmer 
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may operate 420 acres with two large tractors and 24 months of labor. In neither 
of these cases is the difference in farm size reflected by proportional adjustments 
in all resources or by homogeneity in form of resources. Thus in the remainder 
of this paper we use the term “change” or “‘difference”’ in size to refer to different 
firm or plant capacities which are possible through expansion by either the 
scale or proportionality route or some combination of the two. 

Cost economies and diseconomies. The popular public concern over farm size 
has been in terms of the average costs for farms of different acreages and the 
competitive advantage of large as compared to small units. Hence we pause to 
examine cost economies and diseconomies from whatever source they may arise. 
By cost economies or cost diseconomies we refer to phenomena which cause 
costs to decrease or increase respectively as size of the plant and output are 
expanded either in the true scale or the proportional (some factors fixed) sense. 


LONG-RUN COSTS AND FARM SIZE 


Of all the possible forces which may give rise to cost advantages for large- 
scale farms, internal physical economies growing out of proportionality relation- 
ships are most important. These proportionality adjustments are reflected largely 
in changes in the level and form of fixed factors rather than in pure scale adjust- 
ments (although the latter are partially involved). The historic concern of 
agriculturists over mechanization and farm size is an expression of the belief 
that cost advantages are brought about largely by this combination of forces. 
Ordinarily it is pointed out that while one farmer using horse power or a small 
tractor can reduce per unit costs by cultivating more acres, an operator with a 
single large tractor and a set of high capacity machines can cultivate even more 
acres and realize much lower per unit costs because of lower labor requirements 
and the spreading of fixed machine costs over a larger output. 

The structure of long-run costs in various segments of agriculture is fairly 
well a subject of speculation. Although the subject has been the center of debate 
for several decades, little is actually known about the structure of long-run costs 
(the level of the various short-run cost curves for farms of different sizes). 
It appears clear that a range of cost economies, growing out of proportionality 
(different amounts and forms of fixed factors) prevails in ali types of agricultural 
production. How far these decreasing costs extend and whether they merge 
immediately with increasing costs has not yet been established. Analysis of 
available engineering and cost data, however, make it fairly evident that the 
greatest cost economies associated with units of different sizes are to be found in 
crop production where power units and machine combinations of high capacities 
can be substituted for labor and fixed costs can be spread over a large acreage. 
The relative advantage of the large unit depends, of course, on the cost of labor as 
compared to the cost of capital in the form of high capacity machinery. With 
very low wage rates relative to machine prices, small farms are in a more favor- 
able position. The reverse is true; then labor/machine price ratios are high. 
Large-scale cost advantages stand to be greatest in grain farming regions such 
as the wheat areas of the Great Plains and the cash crop systems of the Cornbelt. 
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Mechanization also may lead to important future changes in the structure of 
costs and farm size in the major cotton producing regions, depending on the 
relative adjustment of wage rates to the new situation. 

Advances in machines which substitute for labor have not been great in animal 
production. Under existing techniques, the optimum number of animals which 
can be handled by one man is soon attained and further economies are not great 
when two men are employed and twice as many animals are produced. While 
some further division of labor and specialization in tasks is possible, a two-man 
dairy herd requires about double the labor and small equipment (pails, milking 
units, etc.) as a one-man herd. Some savings are made for a barn which holds 32 
cows as compared to one which houses 16 cows. However, “length-wise’”’ expan- 
sion of the barn saves only the materials required for two ends. Under range 
cattle or sheep production, labor-saving equipment with high fixed costs, except 
perhaps in haying, is not important and a four-man unit requires almost double 
the capital outlay of a two-man unit. In most types of livestock production, feed 
represents the major resource employed; there are few if any feed economies as 
the size of the herd or flock expands. From this standpoint, choice of more small, 
“family farms”’ by society would likely entail less sacrifice in production efficiency 
if it were applied to livestock rather than crop farming. 


EFFICIENCY CONCEPTS AND FAMILY FARM DEFINITIONS 


In their varied definitions of the family farm many people, including agri- 
cultural economists, imply that it is the most efficient producing unit; then they 
immediately suggest that it is in danger of being liquidated by large-scale units. 
The logic employed here is inconsistent; if the family farm were actually the most 
efficient producing unit, it would be represented by the minimum point on the 
long-run cost curve. It alone could survive in the long-run; larger units would be 
eliminated. 

Other definitions suggest that the family farm is one where (1) all management 
is provided by the farm family, (2) more than half the labor is furnished by 
the family, and (3) returns on resources are as great as might be earned in alter- 
native employments.’ This definition also implies that, in terms of general 
equilibrium analysis, the family farm is the most efficient producing unit. 
Accordingly, there is no basis for the further suggestion (and one which almost 
always follows) that “the family farm is in dire danger of being eliminated by 
sinister forces.” 

If overall efficiency conditions are to be attained, the optimum scale of farm 
and employment of particular resources is defined in equation I below where P, 
refers to the price of the product, MP refers to the marginal product of the 
resource denoted by the subscript while P;, P., P., and P,, refer to the prices of 
labor, capital, land and management resources respectively. Here the size of the 
firm must be expanded in a fashion that (1) the value of the marginal product for 


7 The elements of this definition can be found in Ackerman and Harris (Editors) Family 
Farm Policy, University of Chicago Press, Chicago, 1946, pp. 385-391. 
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any resource unit must equal the price of the resource unit and (2) this ratio 
must hold true between all resources. 


MP, MP, MP, MP, 


The last family farm definition, although it specifically implies equation I, 
states that the farm can be only large enough that the management and the 
major part of the labor resides in the farm family and therefore specifies condi- 
tion II. Here the marginal value product can be equated with the cost of re- 
sources for land and capital but this condition cannot be attained for labor and 
management.* The upper supply of labor and management is given in the entre- 
preneurial and sociological structure of the farm family. With limits on the 
input of management and labor services, the amount of capital or land services 
which the farm firm should purchase (to equate value products and factor prices 
and to maximize returns) depends on the limited supply of the other two re- 
sources. The optimum size will differ between farms depending on the stock of 
labor and management possessed in the household of each and it need not result 
in the most efficient use of a nation’s resources. 

MP. MP, MP, 


Py P. 7 


A FORECAST OF A NATURE 

It is doubtful that technical conditions and cost economies are of a nature in 
most segments of American agriculture to endanger the units typically operated 
by farm families. We are willing to speculate that beyond a limited size, cost 
differentials and scale returns are less important than other considerations in 
limiting farm size or in allowing a varied pattern of farm sizes. We cannot see 
that cost advantages alone will force a revolution in farm size over the next one, 
two, or three decades. Aside from the elimination of small, inefficient and low- 
income farms in a full-employment economy (through cost competition and 
higher returns in non-farm employment), we would expect the varied pattern of 
farm size which now characterizes American agriculture to be retained. In a full 
employment economy, farm consolidations are likely to be brought about as 
much through the accumulation of equity and wealth per se by individual 
farmers as through-cost or scale economies. With the techniques now open to 
farmers, unit cost reductions are not great after size and scale have been extended 
over a limited range. These gains are unimportant in livestock or other types of 
“labor” production once output has been extended to a point which fully em- 
ploys the time of one or two men; cost or scale economies for larger livestock 
units are only slight and undoubtedly loom less important in the farmers mind 
than uncertainty considerations. Similar statements can be applied to crop 
production. In analysis of Cornbelt, cash grain production, the writer found that 
acre costs declined from $35 (with operator labor included) per acre for a 40- 

8 Another possibility is that the stock of labor and management possessed by the family 
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acre farm operated with a one-plow tractor to $25 for a 160-acre farm operated 
with a two-plow tractor. Further increases in machine size and acres operated 
result in unimportant differences: A 320-acre farm operated with a three-plow 
tractor reduced costs to only $23.34 per acre, while a 320-acre unit operated with 
a two-plow and a one-plow tractor combination lowered costs to only $24.36. 
Indeed, the decision on whether the farmer will operate a 160 or a 320-acre unit 
depends less on the saving of approximately a dollar per acre than on the un- 
certainty entailed as he risks his own capital or borrowed capital to increase the 
scale of his plant and firm. 
A REALISTIC APPROACH 

The notion that all boys born in agriculture should remain in the industry is, 
of course, quite absurd. As the important industry where births exceed deaths, 
all boys born in agriculture could become farmers and owners only as the number 
of farms grew indefinitely larger and the size of farms grew indefinitely smaller. 
Had this process taken place continually since the birth of the United States, 
farm units would now average small parcels. If this vein of thinking were applied 
to all industries, it would mean, on the one hand, that only the sons of dentists 
could enjoy the “right” to become dentists; only salesmen’s sons could become 
salesmen and only professors’ sons could become professors. On the other hand, it 
would mean that capital invested in the automobile industry could come only 
from persons currently owning automobile stock or from their sons; the “right”’ 
of investment in city rental property would be restricted to persons now en- 
gaged in this undertaking or to their children. In other words, each industry 
would be set aside in a tight compartment. While industries would be allowed to 
trade products, they would not be allowed to transfer investment and resources 
across the “industrial borders.’ The final result would be a segmented producing 
organism wherein returns on resources would be extremely great in some sectors 
and extremely low in other sectors. 

The basic need from the standpoint of fundamental problems in agriculture is 
of an opposite nature. Rather than hold increasing amounts of labor in agri- 
culture where it must drudge out a meager living, we need to help farm children 
move out of distressed areas of agriculture into other areas and other industries 
where returns are greater and the level of living can be higher. At the very 
minimum, farm children should be made acquainted with outside opportunities 
and provided with the education and skills which fit them for non-farm occupa- 
tions. Labor and human resources represent the most important products pro- 
duced by agriculture. The gain to be had from these resources, in excess of re- 
placements needed in agriculture, is in producing the commodities and services 
of non-farm industries in order that the general standard of welfare can be raised 
even higher. With full knowledge of alternative employments, farm children 
could then better apply their own choice indicators (preference functions) in 
selecting agricultural as compared to other forms of production. To the extent 
that farming is preferred solely because of its security from major business 
cycles, the important task before society is one of eliminating this major economic 
imperfection rather than one of designing, as an imperfect substitute, a policy of 
“more and smaller farms.” 
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In November, 1949, the Labor Government in New Zealand was ousted at 
the polls by the National Party. In December, 1949, the Labor Party in Aus- 
tralia lost control of the government to the Liberal-Country Party. And in 
October, 1951, the Labor Party in England turned over the government to the 
Conservatives. The three Labor Parties had something more in common than 
the proximity in time of their election misfortunes. To a greater or less degree, 
each was a product of the recognition by wage-earners of common needs and 
problems resulting from changes in the organization of industry which accom- 
panied industrialization. Each operated in the environment of English traditions, 
law, and government. They espoused similar ideals and programs. They faced 
like problems and opportunities during their tenure in office, and, to some ex- 
tent, they attempted to resolve the challenges which confronted them in anal- 
ogous ways. Though they possessed common features, the character of each was 
conditioned by circumstances of geography, location, population, nature of pro- 
duction, and cultural climate. 

Study of the points of similarity and dissimilarity should reveal some provoca- 
tive suggestions concerning the implications of political action by vested interest 
groups in a democratic society. While the English experiment has received exten- 
sive attention outside the British Commonwealth, the study of recent Aus- 
tralasian economics and politics has been more or less neglected by American 
students. 

New Zealand is unique in the continuity of its governments. Since 1890, 
changes in government have occurred, on an average, only once every fifteen 
years. This fact alone is sufficient to make the character of these governments 
of interest, as well as the causes of their rise and decline. The experience of the 
Labor Government, however, invites additional attention because of its position 
as nominal spokesman for a large segment of New Zealand society with special 
needs and objectives. That the Labor Government during its fourteen years of 
office accomplished much for New Zealand cannot be denied. It committed its 
share of administrative blunders, without doubt, but its achievements in the 
field of social security, its conduct of the war, and its contributions to inter- 
national affairs were recognized throughout the world. Why, then, did the Labor 
Party suffer the gradual and sustained loss of electoral support which resulted 
finally in loss of office? 

Opposing factions in the labor movement tended to accuse one another of 
having contributed to the defeat of the Labor Party. Right-wing officials pointed 
to industrial disputes and blamed the Left. Left-wing officials said that the 
members of the Cabinet and the national officers of the Federation of Labor 
made certain defeat of the Government when they identified themselves with 
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conscription and when they deregistered unions under the Industrial Concilia- 
tion and Arbitration Act for adopting strike action. Foreign observers were 
inclined to credit the 1949 election as evidence of repudiation of the “Welfare 
State.” Farmer groups within the country inferred that the turning-out of the 
Labor Party was the inevitable consequence of a government devoted to the 
solution of industrial problems at the expense of more “solid’’ agricultural ele- 
ments. Old-time socialists accused the party of changes in attitude and political 
principles, while anti-labor critics implied that this was merely a belated recogni- 
tion of the natural impossibility of utopian schemes. Others attributed the 
waning confidence in the party to senility of the leaders, to social or financial 
pressures, or to a simple lack of imagination. 

Unfortunately, those who know most about a subject cannot always be ex- 
pected to furnish a detached view. Floods of pious sentiment or vindictive re- 
proach may be effective as homiletics, but they are not particularly illuminating. 
Neither is it sufficient to obtain a dispassionate view or even to ascertain the 
objective facts. Fruitful understanding of any organization depends not only 
upon knowledge of the features peculiar to it, but upon the ability to relate those 
features to social phenomena of a more general character, to disentangle the 
relevant circumstances out of which the movement arose, to recognize the effi- 
cient causes which molded its development, and to show what changes it is 
experiencing under the influence of forces currently at work within it or imping- 
ing upon it from outside. 

It is unlikely that the election of 1949 was, as some proclaimed, a rejection 
of New Zealand’s traditional search for collective security. In spite of nominal 
differences from the older political parties, and a characteristic approach to 
certain types of legislation, it can be reasonably argued that the policy of the 
Labor Government arose naturally out of a century-old approach to social 
problems. The other explanations of the defeat of the Government may be con- 
veniently grouped under two major causes of disaffection which deserve fuller 
investigation. The first of these, voiced by dissatisfied labor constituents, was 
that the Government had sacrificed the labor traditions for which it stood, and 
the second, coming from those outside the Labor Party, was that the Govern- 
ment had failed, through its inability to handle industrial disputes, to organize 
the forces of production with the efficiency which it had promised. Superficially 
contradictory as these criticisms appear to be, the deficiencies of the Govern- 
ment in both cases had their origins in a common cause—the political necessities 
of administration under a system of popular election. 

When the electors went to the polls in 1949 they were faced, as in the previous 
election, with a choice of competing parties offering policies which were adminis- 
trative variations of similar programs rather than genuine alternatives based 
on conflicting political principles. It was not uncommon for the voter who read 
the campaign pledges of both parties to find that the procedure by which the 
National Party proposed to preserve the economic structure was practically in- 
distinguishable from that by which the Labor Party intended to reform it. Al- 
though the policies of the two parties were set apart by different ideological 
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costumes, there was broad agreement on conscription, foreign policy, social 
security, employment, and industrial policy. However widely their political 
manifestos may have varied in discreet references to ultimate objectives, cir- 
cumstances set definite limitations on the character of campaign promises. The 
National Party could no more recommend abolition of guaranteed prices for 
the dairy industry than the Labor Party could advocate nationalization of the 
land. 

Similarities in party programs were due partly to the need for attracting the 
same group of undecided voters. Whereas the changes in administration which 
occurred in 1890 and 1911 may be regarded as political expressions of a perma- 
nent change in the social composition or economic organization of the country, 
neither the electoral majority of the Labor Party in 1935 nor its subsequent 
decline were such an expression. The victory of the Liberal Party in 1890, for 
example, heralded the growth of a new social group. The invention of refrigera- 
tion, by increasing the profitability of small landholding, created a new division 
of social interest; the basis of the Liberal Party was promotion of the interests 
of the landless, including an incipient urban industrial class, in opposition to 
the prevailing system of large-scale sheep stations. 

Similarly, the rise of the Reform Party reflected the growth of a numerous 
group of small landowners. It was not a reincarnation of the old landed oligarchy, 
but rather a new party representing a new class of small farmers which developed 
out of the legislation of the Liberal Government. During the tenure of the Re- 
form Party, industrialization was making a substantial change in the composi- 
tion of the population. In 1911, the population of urban districts for the first 
time exceeded that of rural areas. The gradual growth of Labor representation 
in Parliament during the 1920’s and early 1930’s may be taken as indicative of 
the development of a new urban industrial class with peculiar interests deter- 
mined by the conditions of their life and employment. The Labor Party was 
not a new version of the Liberal Party, but a new party representing a greatly 
expanded working-class. With increases in the numbers of industrial workers, 
the Labor Party attracted increased votes at every election during the 1920’s. 

It must be noted, however, that at the time the Labor Party took office, in- 
dustrial occupation had not become the pervasive condition of New Zealand 
life. Political success, therefore, depended upon attracting a fairly large number 
of non-labor votes. By 1935, the triumph of the Labor Party in the cities was a 
foregone conclusion. The mass of unskilled workers, as well as craftsmen, with 
the exception of a few Communists, could be counted upon as voting for the 
Labor Party. Who were those whose votes stood in the balance? The farmers 
had historically been the backbone of the Reform Party; it was, however, chiefly 
the appeal of the Labor program for monetary and credit reform to those in the 
country areas which brought it to power in 1935. The remainder of the floating 
vote which was attracted to the Labor Party seems to have consisted of white- 
collar workers, who sometimes identified their own progress with that of their 
employers, and sometimes with that of employees as a group. It also included a 
number of professional men, school teachers, civil servants, and others whose 
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security was guaranteed and who voted on grounds of broad political opinion 
rather than on considerations of personal economic advantage. 

As the uneasy marriage of convenience between distressed farmers and city 
laborers was dictated by temporary economic conditions, it was destined to be 
short-lived. The expedience of the alliance diminished with the rise in prices 
during the war. It became apparent that the interests of the farmer and the 
city worker were in conflict. In a closed economy, one may argue that high 
wages benefit the employer in the long run, because they increase the purchasing 
power of those who buy his goods, but in New Zealand the farmer produces al- 
most entirely for export. The Government could not ignore the urban worker, 
but it was hardly possible to control imports, raise wages, and foster secondary 
industry without forfeiting support of the farmer. 

Some elements of the floating vote were disaffected by the inevitable short- 
ages and inflation accompanying the war. With prosperity restored, others 
doubtless felt compelled to renew former political allegiances. Still, one would 
have to be a cynic indeed to insist that politics is such a rotten business that 
parties can only maintain themselves in office by virtue of their “hand-outs.” 
Sustained political supremacy would seem, in addition, to depend upon an effec- 
tive rationale—for the voter is, after all, an integrated personality, and the 
material aspirations of his life cannot be isolated from the whole mass of influ- 
ences, personal and cultural, which operate upon him as a citizen, a church-goer, 
or a pleasure-seeker. In this sense, a government is not merely an administrative 
arrangement whereby one class achieves representation, but an organization 
presided over by a class with an effective will-to-power, which implies the ability 
to convince other classes that they Know best how to operate the apparatus 
of society upon which the welfare of all depends. It was the claim to harmony 
between entrepreneurial self-aggrandizement and the well-being of society as 
a whole which capitalism made its raison d’etre. The Labor Party based its 
argument for socialism on a similar rationale, in which the interests of the 
workers were identified with that of the community. 

Recognition of the influence of political rationale is of first-rate importance. 
It suggests that the explanation of the defeat of the Labor Party must be found, 
not in economic conditions which the Government was poverless to control, but 
in the relations of a political labor movement to the working-class. 

During its administration, the Government was confronted with an ever- 
increasing number of industrial disturbances. Some discontent was inevitable, 
of course, after fourteen years in office. But there were more substantial reasons 
for disenchantment. With or without reason, a large number of working-class 
groups felt that, in comparison with others, they had received less favorable 
treatment than they deserved. The Labor Government was charged, in addi- 
tion, with basic violations of trade-union principles to which its leaders were 
committed when they assumed office. For its part, the Government tended to 
treat industrial dissatisfaction as vicious, unjustified, and traitorous. It is no 
less important to determine which, if either, of these two sets of accusations were 
correct, than to inquire into their cause. That dissension in the labor movement 
affected the floating vote cannot be denied. One of the strongest assets of the 
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Labor Party in 1935 was the widespread feeling that it had “ideals’’—that it 
was concerned not merely with the self-seeking aims of vested interests, but to 
help the country in general. By 1949 that feeling was largely lost. Any extensive 
planning accompanied by imposition of additional economic controls may give 
rise to conflict of interest between those whose privileges are curtailed and those 
in whose favor administration is directed, but the complicating fact in New 
Zealand was this: that the party which imposed penalties on strikes, compul- 
sorily directed labor, and asked restraint in wage demands was the party which 
was founded by and supported by the unions. The resulting conflict between 
the desire of workers to support the Labor Party and their economic interest 
appeared in an internal struggle which discredited the Labor Party among its 
nonunion supporters. 

In analyzing the activities pursued by both the Labor Party and the trade 
unions, it is desirable to recognize that every social organization which looks 
forward to a continuity of existence has two sets of purposes: the first com- 
prises its ostensible aims as representative of its component members, and the 
second comprises its aims as an organization. As Arthur M. Ross has so ably 
demonstrated, failure to differentiate between the demands of these two types 
of objectives may result in an imperfect appreciation of the considerations which 
govern the leaders in formulating and implementing policy.' Whereas the first 
purpose requires a sufficient satisfaction of the needs and desires of the member- 
ship to maintain their allegiance to the organization, the second demands policy 
formulation along lines appropriate to maintenance of the organization as a 
going concern. 

In the case of conflict between the apparent purpose of the organization as 
the representative of its members and its continuance as a going concern, the 
objective of preserving the organization necessarily takes precedence. For ex- 
ample, the purpose of a business corporation is nominally the maximization of 
benefits to its component owners in the form of profits. In practice, the organiza- 
tion ceases to be a mere extension of the personality of its owners and acquires 
a second aim—continuance of the corporate organization. In the interests of 
organizational survival and growth, decisions are made concerning distribution 
of earnings, production and sales policies, capital structure, and selection of 
management officials, which may not fully promote the personal interests of the 
prevailing owners. 

Again, in the case of a religious organization, the ostensible purpose is salva- 
tion of the souls of its congregation. In pursuing this objective, however, the 
organization will not go so far as to deny itself existence. Numerous examples 
come immediately to mind: minor concessions of religious principles made to 
appease wealthy members, racial segregation in countries in which the cultural 
mores demand it, and so on. The church gives expression to the cultural condi- 
tions of the time and place in which it is situated, because to do otherwise would 
be to destroy the existence of the organization itself. 

Finally, to the nominal end-in-view, and the organizational purpose, may be 


1 Arthur M. Ross, Trade Union Wage Policy. University of California Press, Berkeley 
and Los Angeles, 1948. 
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added the vested interests of organizational leaders, which may occasionally be 
at cross-purposes with member welfare, or with organizational security, or both. 
Conflict between the interest of the leadership in maintaining status and in 
maintaining the organization are rare in a well-organized group. Indeed, one 
might almost define a good organization as one so constituted that the personal 
advantage of the leaders is best served through furthering organizational purpose. 

The above observations seem evident, if not trite, when expressed in general 
terms, but in practice the exigencies of organizational aims as opposed to the 
aims of individual members have not been adequately recognized. A political 

party cannot govern solely in the interests of the class which it purports to rep- 

resent. Prudent reconciliation of conflicting interests is the essence of poli- 
tics, and the Labor Party in the hands of different leaders would have had no 
less to amend traditional objectives in order to defend its parliamentary 
majority. 

It may be convenient to classify the pressures exerted upon the Labor Govern- 
ment in New Zealand according to their several origins and natures. On the 
international front, party policy was influenced by the exigencies of war and 
possible invasion by a foreign army; by the economic obligations of foreign-held 
debt; by the commitments imposed as a signatory to international conventions 
and treaties, such as trade agreements and military pacts; by the international 
demand for the products of the country and the supply of foreign made goods 
available; and by movements in international prices. In addition, there were 
customary or sentimental obligations, such as the complex which binds together 
the British Commonwealth of Nations. 

Within the Dominion, legislative policy had to be molded with an eye to the 
possibility of encroachment by the Opposition Party, to the limiting framework 
of parliamentary institutions and the electoral system; and to the necessity for 
assuring the workable voluntary cooperation of those with special economic 
interests, such as farmers, manufacturers, and traders. 

Within the Labor Party, respect had to be paid to the constitutional proce- 
dures and conventional principles of the party. At the same time, those respon- 
sible for guidance had to meet the threat of newaspirants to leadership. However, 
they could not fail to show sympathy to expressions of opinion by the rank-and- 
file—expressions which were themselves contradictory. All of this had to be 
accomplished within the web of divided authority and responsibility radiating 
from the Cabinet, parliamentary members, unions, and the party conference. 
One could not hope to harmonize so many conflicting demands and to enlist 
them in support of a common effort without some sacrifice of objectives. During 
the depression and war years, there was a unifying purpose which was sufficiently 
compelling to convince the various participants in the political contest that a 
temporary suspension of personal interests was essential. The real test came 
after the war, when increased production of civilian goods, a high level of em- 
ployment, and rising prices made individual interests paramount. 

Trade unions are no less political organizations than are national govern- 
ments. The professed objectives of unions, it is true, depend upon the needs of 
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the membership. The continued existence of the union organization depends 
upon the essential unity of outlook requisite to a clear definition of organiza- 
tional purpose, and upon the rendition of satisfactory service by the union in 
fulfilling these wants. In representing his union, however, the leader must keep 
in mind not only the ostensible purpose of the organization as representative of 
the interests of the members, but also the organizational survival of the union, 
which embraces the political and administrative decisions necessary to recon- 
cile these interests with employer opposition, the possibility of government 
intervention, the incursions of rival unions, and industrial limitations. It may 
occasionally be necessary to sacrifice the immediate interests of the workers in 
the pursuit of organizational security. Thus, blatantly extravagant demands 
are sometimes made upon employers for organizational reasons, and at other 
times less favorable conditions are accepted than those which could have been 
obtained through the exercise of greater pressure. The preservation of traditional 
differentials may be required, despite changes in the relative bargaining power 
of groups of workers. Or, union security may demand that all members of the 
organization receive equal wage treatment, despite the fact that some members 
of the group are in a position to obtain greater concessions from employers than 
are others. 

When it is recognized that the union has organizational needs and opportuni- 
ties independent of those of its members, many aspects of its behavior, which 
would otherwise appear to be irrational, are seen to be reasonable attempts to 
preserve and enlarge the welfare of the organization. To ignore the complicating 
influence of organizational purpose is to assume that unions are only an aggre- 
gation of individuals, without recognizing that the groups into which these 
atoms are associated are more or less selective in membership, impose unique 
rules of conduct, and are more or less differently affected by external forces 
making for change. 

Dating almost from the time the Labor Party took office, accusations were 
made that it had betrayed the ideals of labor which it had established while it 
was in Opposition. Accusations were freely returned by the Labor Government 
to the effect that the unions were subverting the principles of the political labor 
movement. Both contentions were quite true. Since the unions and the Labor 
Party were representative of the same body of workers, it appeared to the casual 
observer that their policies should have taken the same course. Deviations 
appeared capricious, naive, or subversive. If organizational aims are taken into 
account, however, the policies of both may be seen to have been both logical 
and consistent. In a sense, the leaders of neither political nor industrial labor 
could be said to be responsible for the directions which their policy took. What- 
ever the political attitudes of the leaders of the unions and the Labor Party 
might have been individually, all were guided first and foremost by the need 
of accommodating their policy to the requirements of organizational security, 
and the same unions or the same government if in different hands would have 
been similarly disciplined. 

Conflict occurred then, not on the level of the nominal aims of the Labor 
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Party and the unions—both purported to further the interests of the wage- 
earner—but on the level of organizational survival. Both organizations were 
fighting for existence in a situation in which the pressures exerted upon them in 
order to maintain themselves as going-concerns was of such a nature as to de- 
mand mutually incompatible policies. 

In public addresses, statements to the press, and annually at conferences of 
the Labor Party and the Federation of Labor, the Prime Minister and members 
of his Cabinet described industrial disturbances as ‘disruptive tactics designed 
to advance some sort of Communist revolution.’’ Except in a few obvious in- 
stances, however, it does not appear that Communist leadership was responsible 
for fomenting disputes. There is a definite limit to the area of action to which 
the leadership can commit a union, in the absence of positive support by the rank 
and file. This is particularly true in the framework of a union structure, such as 
is found in New Zealand, which is composed of small local units, and which lacks 
the inertness and apathy of a complicated hierarchy. The method of the nu- 
merically small Communist Party seems to have been to throw all their energy 
and effort on the side of the workers after legitimate dispute arose. There were 
few important industries in New Zealand which did not become embroiled in 
dissatisfaction over wages and work conditions after the war, and the number 
of workers involved in the resulting disputes included a substantial number of 
New Zealand workers. Were the Communists as numerous as the Prime Min- 
ister alleged, they could have constituted a powerful parliamentary force. In 
any event, simply to attribute strikes to Communists offers no solution to the 
underlying problem of why workers became attracted to Communism, or why 
non-Communist workers under Communist leadership were willing to undergo 
voluntarily the privations which inevitably accompany a strike. It is reasonable 
to conclude that the prominence given to participation by Communists in in- 
dustrial disputes was out of proportion to their numbers, and was due mainly 
to their policy of dramatizing and exploiting situations in which they became 
involved. 

A costly strike to obtain a trifling concession in wages or conditions ox to pro- 
tect a single worker from some injustice may seem anomalous to the lay critic 
or even to a Labor Government, particularly when the strike losses exceed the 
sum of money benefits being sought. Nevertheless, if the union is to be pre- 
served, strikes over apparently inconsequential issues must sometimes be under- 
taken in order to keep peace in the family; and the decision to press one type of 
demand rather than another depends upon a delicate political ability to appor- 
tion benefits according to the division of strength within the union. From the 
viewpoint of the Government, it may be politically expedient to require a wage 
stabilization program, but the leader of the union knows only that if the workers 
of his union feel that they are entitled to larger benefits than they are obtaining, 
they are going to become dissatisfied and either seek a new president or lose 
interest in the organization. 

It has been common to treat the Labor Party as merely the political expres- 
sion of the industrial labor movement. But the method of trade or industrial 
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organization is the direct, non-political representation of workers, resting either 
implicitly or actually on coercive techniques. The effect of arbitration proceed- 
ings by the State, on the other hand, is to make the bargaining strength of weak 
and strong unions practically equal, thus obviating the need for union organi- 
zation. The function of union organization is group pressure to achieve a dif- 
ferential advantage for members of the group in terms of wages, hours, over- 
time pay, apprenticeship rules, bonuses, working-conditions, holidays, seniority 
rules, and other aspects of the job. The government, however, can ill afford to 
sanction unequal treatment of workers by the Court of Arbitration, or to impose 
the discrimination on employers. The efforts of unionists, as such, to achieve 
non-political relief for injustices, real or imagined, brings them into inevitable 
conflict with labor’s political wing, motivated by different, if no less desirable, 
motives. For the unions to relinquish the right to strike, when there is an obvious 
immediate advantage to be gained by that course of action, or when policy rea- 
sons recommend it, would be suicidal. Similarly, for the Government to condone 
strikes would be destructive of its interests. In effect, the allegiance of workers 
is claimed by two organizations whose methods are in conflict. 

In ideology, techniques, and physical circumstances, then, the Labor Party 
and the unions found themselves in conflict. Need this have been the case? 
Union functions as historically conceived became what they were under the in- 
fluence of some past social order, and when that order changes, many of these 
functions deserve less emphasis, while other duties arise that it is imperative to 
assume under the new pattern of social relationships. Many of the benefits 
which unions have customarily offered their members seem to be obsolete under 
Socialism. The wider the range of social services which the community effec- 
tively organizes, the more narrowly is the area of union benefits circumscribed. 

It is interesting to note that those members of the Labor Government who 
most bitterly denounced strikes were the leaders who had most vigorously led 
strikes three decades earlier. Their argument was that when a Labor Govern- 
ment shoulders the task of operating industry, and in many cases actually be- 
comes the employer, the function of labor unions must change from economic 
coercion to positive cooperation in achieving the maximum industrial output at 
the least possible real cost. Workers obviously cannot continue through the 
union organization to fight the Government as in the past they fought capitalist 
employers. They must instead become, in part, instruments at the service of 
the State for securing improved industrial efficiency, if Socialism is to prove 
itself capable of offering better service than Capitalism. With each succeeding 
step toward ownership of industry by the people as a whole, it becomes pro- 
gressively less tolerable for any single group of workers to benefit themselves at 
the expense of others, and collective advance depends upon the total improve- 
ment of production. 

Unfortunately, the necessary transformation was more easily stated than it 
was achieved. The major areas in which economic planning by the State im- 
pinged upon traditional union objectives were in limitation of wage demands, 
elimination of restrictive work practices, and the prohibition of strikes. Without 
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regulation of wages, assurance of a reasonable work effort, unrestricted worker 
mobility, and freedom from strike disturbances, it is difficult to see how any 
program of planned economic development could succeed. The areas named, 
however, are those which are most important to successful unionism. Recogni- 
tion of the legal status of unions by the government or by employers is an empty 
symbol if that recognition does not extend to pursuit of those objectives which 
form the basis of organization and which the leaders are required to satisfy as a 
responsibility of office. Limitation of the right to strike, for instance, put a se- 
vere strain on some union organizations. Leaders who attempted to observe 
restraint were alienated from members who demanded higher wages. In such 
a case, Communists entered the breach and held out promises of higher wages 
than could be obtained by officials who tried to comply with the policies of the 
government. The approach of the Communists, it is interesting to note, was 
shared by members of the conservative Opposition, who appealed to labor with 
the argument that economic planning destroyed the freedom of the union and 
the individual worker. 

The parliamentary members of the Labor Party never tired of appealing to 
unionists to recognize the changed nature of their responsibilities which had to 
accompany any transition from Capitalism to Socialism. They were variously 
hurt, bewildered, and enraged by the failure of certain sections of the unionists 
to respond to these pleas. But preaching is clearly not the solution. So long as 
the institutional pattern is such as to offer advantages from a certain course of 
action, men must be expected to pursue that course. If unions are to become 
socially responsible, the action which is demanded of them must also satisfy 
organizational self-interest. Far from endowing the unions with social purpose, 
the elevation of the Labor Party to a parliamentary majority in New Zealand 
offered an inviting opportunity, for those unions economically in a position to 
exploit it, to negotiate between Socialism and private enterprise for the best 
bargain. 

It was here that the political insecurity of the Labor Party diminished its 
persuasiveness in appealing to the unionists. The reaction of the government 
to disruptive tactics by unionists was basically the same as that of any other 
employer. Rather than attempt to reconstruct the institutional framework of 
society so as to canalize the activities of unions into socially useful directions, 
which would have required sweeping innovations and which might have jeop- 
ardized the electoral majority of the party, it bargained with the unions. It at- 
tempted at the same time to strengthen its bargaining position and to weaken 
that of the unions. In order to attract public support to the government, eco- 
nomic coercion was resorted to in the effort to force workers back to their jobs. 
Suggestions were made that workers who struck were political conspirators. 
Union leaders were discredited. In extreme cases, unions were deregistered and 
new unions formed. The tactics of the government constituted a frontal attack 
on the unions, whose leaders felt that the very life of their organizations was 
threatened. For strategic reasons, the leaders took advantage of every oppor- 
tunity to strengthen union security. It was their long-run defense against ex- 
tinction. 
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It appears that the difficulty of the government was due to a failure to make 
union cooperation sufficiently attractive, or, in other words, to substitute for 
socially destructive aims a form of constructive activity which would satisfy 
the requirements of union security equally well. Union leaders took the course 
they did because non-cooperation offered benefits which it was politically im- 
possible to ignore. Given an ideal situation such as the government contem- 
plated would exist under Socialism, in which workers took an active part in 
industrial planning, in which increased efficiency yielded a greater production, 
and in which workers were granted a full share in the product of their labor, the 
argument presented by the government that workers were “striking against 
themselves’’ would achieve force. 

It is not suggested that the government should have solved its problems by 
unconditional surrender to union demands. Indeed, it could not, if it wished to 
remain in office. Unions should not be allowed to exercise dictatorial powers 
over the State, nor can they have such power as long as democratic processes 
are preserved. On the other hand, neither should the unions become mere instru- 
ments for the execution of the policy of the government. The workers, like every- 
one else, must retain the right to act in concert with their fellows in resisting 
arbitrary acts by the State, just as they do against private employers. But under 
a system of public ownership, the positive benefits of unionism must accrue 
through contributing to industrial efficiency rather than through holding the 
community to ransom. The best way to induce voluntary cooperation would 
have been to make it materially advantageous. The Labor Party failed to pro- 
vide the unions with functional responsibilities commensurate with the new 
society which it proposed to create. Having failed to eliminate the obvious 
advantage of coercive action, or to supply the unions with alternative functions 
offering greater attractions, the government suffered disruptive attacks which 
destroyed the rest of its program. 

It may not be amiss to emphasize again that the course of action taken by the 
government was dictated by the size of its parliamentary majority. The leaders 
of the party were not insensible to the fact of worker dissatisfaction, nor was 
there a lack of concrete policy proposals by unions, the members of the Labor 
Party, the Federation of Labor, the Fabian Society, academic theorists, and 
other interested spectators. It is not necessary to consider here the merits of 
these programs, which included such proposals as investment controls, taxation 
reform, public ownership of key industries, revision of the Industrial Concilia- 
tion and Arbitration Act, and increased worker responsibility in management. 
The essential point is that these were inaccessible options as far as the govern- 
ment was concerned. A government which is secure in office can afford to offend 
the transient vote and to make important innovations to satisfy the internal 
demands of the organization. But a government in the position of the Labor 
Party in New Zealand, which enjoyed a narrow majority, must appeal to tran- 
sient and desultory sources of support, and if necessary will disappoint its more 
steadfast constituents who are less likely to be disaffected. Whereas during its 
early years in office the government enjoyed a comfortable majority which al- 
lowed it to introduce a vigorous legislative program, during its last years the 
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most bitter disputes were not with political opponents but with traditional 
supporters. Critics were right in saying that the Labor Party was abandoning 
fundamental labor policies, but they were wrong in supposing that if different 
individuals had been allowed leadership, the state of affairs would have been 
different. 

A marked swing of public opinion is not necessary to cause a change of gov- 
ernment in New Zealand. The close balance of electoral power between farmers 
and workers means that a small transfer of votes from one party to another is 
sufficient to replace a government. In the attempt to keep both major classes 
behind it, the Labor Government failed to please either. While the first parlia- 
mentary seats lost were those representing farm areas, defeat ultimately re- 
sulted from loss of support in secondary cities and some metropolitan districts. 
In the light of increasing similarity between the program of the Labor Party 
and the Opposition Party, those voters who had no permanent political affilia- 
tion were led to withdraw support chiefly because of the inability of the govern- 
ment to find a satisfactory solution to industrial troubles. 

To a large extent, the problems of the Labor Party arose out of conditions 
peculiar to New Zealand. The future of the party is dependent upon the develop- 
ment of a program which allows the unions to carry out their functions on behalf 
of the workers without becoming a disruptive factor in society. New concepts 
must be forged, and a new pattern of industrial relations developed. The ability 
of the government to unite effectively the energies of the Dominion need not 
presuppose the undemocratic use of authoritarian power to impose desirable 
forms of behavior. If the Labor Party is to fulfil its historical purpose, it must 
accomplish its ends through a convincing demonstration of a superior contribu- 
tion to the moral and material well-being of society. 


COMMUNICATIONS 


THE RE-EXAMINING OF KEYNESIAN ECONOMICS: 
COMMENT 


In a recent thoughtful article, Clarence Philbrook discussed “the controversy 
between Keynesism and old-fashioned orthodoxy.’ By “old-fashioned ortho- 
doxy” he apparently did not mean pre-Keynesian or classical economics but 
rather the reconstruction of pre-Keynesian theory that has been attempted by 
Pigou and others. Since that reconstruction is too recent to be called old-fash- 
ioned and too little accepted to be called orthodoxy, we shall here refrain from 
using Philbrook’s phrase. 

According to Philbrook, the choice between Keynesian and Pigouvian theories 
“requires the ‘critical experiment’. . . ,’’ which he defined as “an event from 
which two or more theories respectively predict observable consequences which 
are different in observable ways.’ But ‘“‘we must make sure that it is under 
identical assumptions that the clashing predictions arise.’””* In seeking a possible 
critical experiment, therefore, Philbrook took care to make the assumptions 
identical, with the result that the two theories yielded remarkably similar pre- 
dictions. 

This should not have been surprising. It is difficult to see how two theories 
which are logically sound could yield different predictions unless one or more of 
their assumptions differed. In economics the difference between two competing 
theories typically is the ease with which they can handle different assumptions— 
not the same assumptions—and a critical experiment would be one which deter- 
mines which assumption or set of assumptions yields better predictions. For 
example, let us take two theories: Keynesism and the quantity theory of money. 
The essence of the old-fashioned quantity theory of money was something more 
than the quantity equation; it was the assumption that the quantity of money 
is constant or at any rate stable. Now we could put the assumption of a constant 
velocity of money into the Keynesian framework. It would be a little clumsy to 
do; it would mean that the liquidity preference schedule would be absolutely 
inelastic; and it would further mean that there would be a different schedule for 
each level of income, with the whole family of schedules related in a certain way. 
But we do not want to do that if we want to get at the root of the difference 
between Keynesian theory and the quantity theory. Much of the point of Key- 
nesism is an implicit denial that the assumption of a constant or even stable 
velocity of money is a useful assumption to work with. Hence, Keynes designed 
a framework which could permit a different assumption, namely a liquidity pre- 
ference schedule which has some elasticity with respect to the rate of interest, 
so that in his system an increase in the quantity of money might lower velocity, 


1 “The Re-Examining of Keynesian Economics in the Light of Employment Experience,”’ 
The Southern Economic Journal, Vol. XIX, No. 1 (July 1952), p. 21. 
2 Ibid., pp. 21-22. 3 Ibid., p. 22. 
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though he would not have discussed the problem in these terms. So if we wanted 
to devise a critical experiment to decide between these two theories, we would 
want to start with different assumptions about the behavior of the velocity of 
money, even though we might want as many of the other assumptions as possible 
to be the same.‘ 

But a critical experiment would not be likely to destroy either theory com- 
pletely. Thus many who, like the present writer, doubt if the velocity of money 
is stable nevertheless find the quantity equation a useful tool with which to work. 
The choice between theories in economics often is a matter of convenience 
rather than correctness. Thus in a recent controversy, Milton Friedman pointed 
out that he could state his analysis in terms of either Keynesism or the quantity 
theory. He would have preferred the latter, but since he was arguing against 
Keynesians he used the Keynesian apparatus instead. 

Let us now apply the above conclusions to the dispute which Philbrook dis- 
cussed. One of the most important difference between Keynesians and Pigouvians 
concerns a question of fact. Pigou assumed that if prices fall, thus increasing 
the real value of privately held wealth, the consumption function rises. In this 
way he and others have tried to revive the classical contention that a free enter- 
prise economy with flexible prices has an automatic tendency toward full em- 
ployment. Hansen, the well-known Keynesian, doubts if this effect, if it exists 
at all, is strong enough to matter.* If we want to choose between these two the- 
ories (if that is the right word), we need an experiment in which prices fall, 
other things remain equal, and we can observe the consumption function. Pigou 
would predict that the consumption function would rise significantly. Hansen 
would predict that it would rise negligibly or not at all. The experiment, if it 
could be performed and repeated often enough, would settle an issue that has 
been widely discussed in theoretical literature during the last decade. But it 
would only determine what assumption should be used by theory, not what 
theoretical apparatus is “correct.” 

Towards the end of his article, Philbrook said, ‘We might ask whether the 
very question of which is the correct theory is necessary. For surely the over- 
whelming obligation of economists today is to reach the utmost consensus on 
policy which their individual visions of truth permit.’ The present writer feels 

‘ The present writer, who is profoundly ignorant of the physical sciences, suspected 
that Philbrook had borrowed the term “critical experiment” from them and therefore con- 
sulted a physicist. The latter said that in physics the two theories to be tested by the 
critical experiment would include a number of hypotheses. Some hypotheses might be 
identical for the two theories, but at least one would have to be different if the two theories 
are to yield different predictions. If hypotheses are for physicists what assumptions are for 
economists, the parallel between our discussion in the text above and what this physicist 
told us is striking. 

“Comments on Monetary Policy,’ The Review of Economics and _ Statistics, 
Vol. XXXIII, No. 3 (August 1951), p. 189. 

* Alvin H. Hansen, ‘“‘The Pigouvian Effect,’”’ The Journal of Political Economy, Vol. 
LIX, No. 6 (December 1951), pp. 535-6. See also Lloyd A. Metzler, ‘‘Wealth, Saving, and 
the Rate of Interest,” ibid., Vol. LIX, No. 2 (April 1951), pp. 93-116. 

? Loc. cit., p. 26. 
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that the overwhelming obligation of economists is to seek truth, particularly 
truth that is relevant to important policy problems. If finding truth contributes 
to a consensus among economists, that may be well and good, but if the two 
objectives conflict, surely the search for truth must come first. In fact, too much 
consensus can be bad. Economics is not like medicine. Physicians may hope to 
reach a consensus on the diagnosis and cure of a certain disease, but they usually 
have a single well-defined goal—the health of the patient.’ In economics the 
goals are numerous and conflicting. There are bound to be genuine differences 
of opinion on economic policies. Such differences arise from different value judg- 
ments and therefore cannot be resolved by science. If the people are to be prop- 
erly informed, it is desirable that their different value judgments be reflected 
among economists. It would be as bad for all economists to have the value judg- 
ments of Robert A. Taft as for them all to have the value judgments of John L. 
Lewis. In either case, consensus on policy problems could be hoped for, but in 
either case it would be dearly bought.’ 
Vanderbilt University Renpics Frets 


METHOD, IMPLICATIONS, AND CONSENSUS: REPLY 
TO PROFESSOR FELS 


I had supposed that Keynes, when he inveighed against a tradition holding 
that a free-enterprise economy with flexible prices has an automatic tendency 
toward full employment, was speaking of something which actually had existed; 
and apparently Professor Fels agrees with me after all, for he refers to efforts to 
revive that “classical contention.” In a world in which “modern” and “revolu- 
tion” are prestige words in intellectual circles, it appeared to me that my term 
“old-fashioned orthodoxy” might, in the eyes of critics, clothe the contention in 
opprobrium sufficient to render the term unobjectionable. 

Two points concerning method are brought up by my critic. First, citing my 
faithfulness to the precept that “we must make sure it is under identical assump- 
tions that the clashing predictions arise,’”’ he says by implication that on account 
of this faithfulness the fact that ‘the two theories yielded remarkably similar 
predictions” is without significance: ‘‘It is difficult to see how two theories which 
are logically sound could yield different predictions unless one or more of their 
assumptions differed.” My own difficulty is in seeing how there could be two 
theories unless one or more of their assumptions differed. And, since I was dis- 


8 An exception occurs when in childbirth the physician can save either the mother or 
the baby but not both. Here the medical profession encounters the kind of problem typical 
in economics. They are under no compulsion to reach a consensus about whether the mother 
or the child should be saved but rightly let those concerned make the decision. 

* In the specific context of Philbrook’s article, he is to some extent free of this criticism 
since he has specified or implied certain goals: full employment, survival of free enterprise, 
avoidance of downward pressure on wages. We might very well want consensus among 
economists whenever such a list of goals is handed to us, provided the list is complete and 
the goals do not conflict. But in fact, the goals are always numerous and conflicting, and 
choices among policies involve choosing how much of one goal to give up for the sake of 
achieving more of another. 
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cussing two theories, perhaps most readers will have discerned this clue to 
reading sense rather than nonsense into my words and hence will have seen I was 
merely stating and respecting the proposition that ordinary principles of experi- 
ment must be observed. 

The second question of method concerns what a critical experiment might 
prove, and appears largely in the two paragraphs beginning with the statement 
that the results “would not be likely to destroy either theory completely.” Two 
thoughts, possibly three, appear in a manner which leaves it hard for me to be 
sure what is the total message intended. None of them contradicts anything I 
said—or, as far as I can see, adds anything essential—and I mention them only 
because the tone of the passage suggests contradiction. The order is selected for 
my convenience. First, the experiment would determine only which theory—or 
assumption—should, because it is the more nearly correct, be used. Second, it 
may be that the discussion of the Pigou effect was meant to bring out that a 
test of two opposing assumptions need not prove critical as between two theories 
respectively employing them. Third, if I appraise properly the role of the words 
“convenience rather than correctness” and ‘‘theoretical apparatus,” Professor 
Fels’ main point here is that the showing of which theory or assumption is better 
need not determine ‘‘what theoretical apparatus is ‘correct’’’: that is, it might 
remain possible to express oneself in terms which made use of the “apparatus,” 
or language, of the theory believed to be inferior—as in rejecting the quantity 
theory but yet using the equation of exchange. This matter was of course not at 
issue in my paper. 

Although not for Professor Fels’ reasons, it is nevertheless true that the “‘re- 
markably similar predictions” from the two theories “should not have been 
surprising,” for the analysis fundamental to my exercise has been available for 
quite a long time. Still, it is by no means without interest that, under like cond- 
tions as to monetary and wage-rate policy, results so similar to those of old- 
fashioned thinking follow from a theory which was said to constitute a “revolu- 
tion” and which fostered a general conviction that ‘free enterprise cannot supply 
full employment,” that downward-rigidity of wage rates is desirable, and that 
expansion of government expenditure is the natural first resort against unem- 
ployment. The lines of thought upon which rests recognition of this similarity 
establish that the direction of effect of policies flowing from the old-fashioned 
logic are not denied by Keynesian theory. It follows that if, with respect to other 
ends, we consider free enterprise to offer the least bad society, we need not for 
technical reasons use, in order to have satisfactory employment, the now popular 
devices which will beyond reasonable doubt destroy that system. All economists, 
Keynesian or not, who believe in free enterprise logically ought to join in ad- 
vocating employment policies which give the fullest opportunity to devices 
which least threaten free enterprise, holding back for last resort those which are 
inimical to it. All economists of both schools, regardless of preference in systems, 
ought to join in making clear that clashes in end-value judgments, not simply 
disagreement on technical limitations, account largely for differences in their 
choices of policy. My paper was largely a plea that members of the profession 


COMMUNICATIONS 381 


do their best to make known just how unoriginal, how unsurprising, these con- 
clusions are. 

' Although the Pigou effect was used merely as the subject of an exercise in the 
interpretation of critical experiments, I judge that Professor Fels’ justifiable 
intent was, in part, to raise a substantive issue, the role of the Pigou effect in 
the whole controversy. Little can be said here. It should be recalled, however, 
that unless the Pigou effect is absolutely nil, Keynesian underemployment 
equilibrium under the stipulated conditions falls to the ground. Policy argument 
could go forward over the values at stake in drastically changing price levels; 
but that there is, with a constant quantity of money, some set of prices which 
would result in full employment could not be denied. And the policy argument 
referred to would be irrelevant unless the “‘orthodox’’ decided we literally could 
not trust men with any power whatever to control the quantity of money, even 
under the most explicit laws. So long as this not unnatural despair is staved off, 
no one wishes the recipe for employment maintenance to consist of adjusting 
of wage rates to wild vagaries of aggregate demand. In reasonable policy dis- 
cussion, the importance of acceptance of any Pigou effect at all is twofold: first, 
the reciprocal of agreement that a full-employment set of prices exists for any 
given quantity of money is the concession that for any given set of prices there is 
a quantity of money which will maintain them; second, to establish firmly that, 
with any but a mad monetary policy, wage-rate declines relieve rather than 
worsen unemployment, is to remove an intellectual support from the ideal of 
wage rigidity which, being a repudiation of market criteria, bids fair to destroy 
our allocational mechanism and, by inviting upward-pressingness, to render 
nugatory any aggregate-demand policy whatever. 

The far-reaching implications of a finding that the Pigou effect is nil ought to 
be pondered. If marginal adjustments are not made with respect to the value 
of cash balances vis-a-vis expenditure, I see no reason to take for granted any 
of the numerous manifestations of “marginalism”’ which are integral, not only to 
the thinking of the “‘orthodox,” but also to that of Keynes, both with respect 
to the relative pricing process which he assumed and with regard to his theory 
of employment. The common idea—reflected in Professor Fels’ comments— 
that the conception called the Pigou effect is something new never ceases to 
astonish me. It is the equilibrating force in the “ancient” real balances theory 
of the value of money; and, in spite of the textbook verbiage on different ‘‘ap- 
proaches,”’ no theory has been offered which, without resting upon this effect, 
seriously faces the question of why the observed range within which the familiar 
oscillations of the price level took place in any period was itself not one thousand 
times higher or only one-thousandth as high. 

My final comments, on truth-seeking and consensus-seeking, must be inade- 
quate. I have hoped to say elsewhere more about policy selection by economists, 
and apparently such efforts are not uncalled for. If men revere truth above all 
and seek, in words of Professor Fels, “particularly truth that is relevant to im- 
portant policy problems,” I take it they will be seeking “the utmost consensus 
on policy which their individual visions of truth permit,” of which I spoke, and 
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we shall both be satisfied. I am puzzled, however, by the notion that too much 
consensus can be bad, although I have often heard it. Uncritical acceptance is 
bad. But if the truth-seeking of individuals leads them to consensus, they can 
no more reject the outcome than in the opposite case they could force it. That 
science cannot say the last word on value judgments is true but irrelevant; if we 
seriously enter upon policy discussion, we must use such means as are appro- 
priate, even though doing so should class us with that all-but-forgotten man of 
the academic world, the philosopher. True, “if the people are to be properly 
informed, it is desirable that their different value judgments be reflected among 
economists’’—but not through special pleading. Each economist must be aware 
of conflicting values; and the very essence of the study of social economy is a 
search for mechanisms which will “correctly’’ adjudicate conflicts in the light of 
consensus upon higher values. 

University of North Carolina CLARENCE PHILBROOK 


THE FUTURE OF PATTERN BARGAINING: A REJOINER 


Professor Gerald G. Somers, in the April, 1952 issue of the Journal,' asserts 
that our conclusions, in an article published in an earlier issue,’ are “open to 
serious question.”’ He states: 


In a recent issue of this Journal Professors Backman and Gitlow conclude that ‘“(Comp- 
any and/or area-wide collective bargaining are clearly critical half-way stations on the 
road to national multi-employer bargaining.” They feel that the speed of the transition 
from “the atomistic to the national multi-employer plane” is significantly influenced by 
the degree of concentration in the industry, and, therefore, that in such industries as steel, 
autos, rubber and flat glass the transition is likely to be rapid. The validity of these con- 
clusions is open to serious question. 


Mr. Somers’ assertion, that we concluded that national multi-employer col- 
lective bargaining is the predetermined collective bargaining practice of the 
future, is incorrect. We drew no such conclusion. As a matter of fact, we warned 
explicitly against the leap to this conclusion in the following statement :* 


Although some labor leaders want national multi-employer bargaining, and are striving 
to achieve it, they face two facts. First, collective bargaining may be reduced in scope as 
well as expand. There is no line, definitely determined, of inescapable development. 
Examples of a reversal of trend are found in the stove industry and in the abandonment of 
industry-wide bargaining in the iron and steel industry around the turn of the century. 
Thus, the term “evolution,” as applied to collective bargaining indicates merely change 
from simple to complex, without indicating any element of unavoidable determinism. 
Second, the evolution of collective bargaining must occur within the framework of an 


1 Gerald G. Somers, ‘“‘The Future of Pattern Bargaining,’ Southern Economic Journal, 
April 1952, pp. 559-563. 

2 Jules Backman and A. L. Gitlow, ‘‘Evolution of National Multi-Employer Collective 
Bargaining,”’ Southern Economic Journal, October 1951, pp. 206-218. 

3 Southern Economic Journal, April 1952, p. 559. 
* Southern Economic Journal, October 1951, p. 208. 
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industry’s economic characteristics. Given combinations of economic characteristics set 
definite limits on the degree to which collective bargaining may develop in given in- 
dustries. 


Mr. Somers makes a footnote reference to another study by one of the au- 
thors. Mr. Somers’ reference to that study,® failed to note this significant ob- 
servation made in it:’ 


Although considerable emphasis is given in public discussions to national multi-em- 
ployer bargaining, this type is utilized comparatively infrequently in manufacturing 
industries. Where multi-employer bargaining is in effect, it is on a regional or local basis 
in more than 95% of the manufacturing industries, whether measured in terms of estab- 
lishment, employees, value added by manufacture, or wages and salaries. Even inclusive 
of non-manufacturing industries (e.g. coal and railroads), national multi-employer 
bargaining is of minor importance. And over the years, the relative importance of national 
multi-employer bargaining has been declining. (Italics added.) 


National multi-employer collective bargaining has attracted much attention. 
We undertook to analyze how it developed. We did not prove or conclude that 
it must develop. 

Mr. Somers also came to another conclusion. He stated :* 


... There has been growing contract uniformity in the industries under discussion via a 
process of wage leadership and pattern bargaining. The results have often approximated 
those to be expected under a multi-employer agreement. Rather than serve as a logical 
half-way station on the road to nation-wide negotiations, pattern bargaining may well 
constitute a relatively durable alternative modus operandi. 


There is no disagreement on this point. We stated in our original article:° 


One of the most widely used types of bargaining is pattern bargaining. This type has 
become of major importance since the organization of the C.I.0. Under pattern bargaining, 
a company-wide agreement is reached with one of the large companies and then that 
same settlement is pressed upon the other companies in the industry. . . . In many of these 
company-wide-industry pattern bargaining cases, the effects of national multi-employer 
bargaining have been achieved without the formal use of that mechanism. 


Couple these statements with our explicit warning against concluding that 
there is determinism in the development of collective bargaining, and we find 
there is no disagreement between Mr. Somers and ourselves. 

Mr. Somers’ references to the limitations of industry-wide bargaining in rubber 
and flat glass do not add anything to our article. We noted those same qualifica- 
tions as well as the conclusion in the latter instance that industry-wide results 


5 Southern Economic Journal, April 1952, p. 559, footnote 2. 

® Jules Backman, Multi-Employer Bargaining, New York University Institute of Labor 
Relations and Social Security, New York, 1951. 

7 Ibid., p. 50. 

8 Southern Economic Journal, April 1952, p. 561. 

® Southern Economic Journal, October 1951, pp. 213-214. 
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were achieved through the combination of company-wide. bargaining by the 
major units and wage pattern following by the others (see pages 210 and 211). 

Finally, it should be noted that one of the authors acted as economic advisor 
to the steel industry in the 1944, 1949, and 1952 national wage cases. Accord- 
ingly, we were fully aware of that industry’s attitude toward industry-wide 
bargaining. Our reference to “rapid” evolution referred specifically to the shift 
from plant to company-wide bargaining, not to the further change to industry- 
wide bargaining (see p. 218). 

New York University Jutes BackMAN AND A. L. GITLOW 
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This Unsuccessful Age. By Walter Eucken. New York: Oxford University Press, 

1952. Pp. 96. $2.00. 

Walter Eucken is an eminent German liberal economist who survived the 
ordeal of National Socialism. In this trenchant essay he tackles the problem 
which has been confronting statesmen and economists since the Industrial 
Revolution: ‘‘How can modern industrialized economy and society be organized 
in a humane and efficient way?” More specifically, the problem is one of how to 
provide full employment without thereby producing dangerous inflation and, as 
a result, inevitably bringing into existence centralized state control in the effort 
to check or control inflation. According to Eucken, the chain of events in recent 
economic history has been: full employment, repressed inflation, and a centrally 
controlled economy. Full employment is desirable, but to gain it through in- 
flation and a centralized bureaucracy is to purchase it at a fatal price. 

Professor Eucken seemingly does not regard Communist or Fascist theories 
and practices as worthy of serious refutation or rebuttal. They are too destructive 
of personal liberties to be accorded consideration as a solution of the problem 
noted above. It is a matter, rather, of revamping capitalistic economics and 
democratic politics. We must recognize the errors and deficiencies of unlimited 
laissez-faire and yet escape the evils of the centralized planned economy which 
was tried and has been found inadequate from the end of the First World War to 
the present time. German experience since 1923 proved that freedom of contract 
may be so manipulated as to lead to the creation of private monopolies which 
may be as destructive to economic freedom as a state-planned economy. 

Stressing, as he does, the importance and menace of inflation to a free society, 
Eucken naturally regards monetary policy as the key to a sound economy. He 
contends that monetary policy has been the primary item “‘in all economic policy 
during the last decades.’’ He maintains that ‘only when money is adjusted to 
the balance mechanism of the economic process, does it become possible to at- 
tain general equilibrium by means of the price system.” He cites as a warning 
Lenin’s statement that “the destruction of bourgeois society is brought about by 
the devastation of its monetary system.” 

As a program for solving the problem set forth at the beginning of the essay, 
Professor Eucken offers the following general panacea: 


The answer is that the state should influence the forms of economy, but not itself direct 
the economic process. Concluding trade treaties, providing for an adequate monetary 
system, framing laws of patent and contract—all this lies within the purview of the state. 
The state should also decide the general nature of the economic and political order and 
thus meaningfully integrate the various sectors of economic policy; but it should not take 
upon itself the issue of production orders regulating the day-to-day manufacture, import 
and export of machines, textiles, wheat or other commodities, nor should it attempt direct 
control of labour. 
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Reasonable students of economic policy will find little fault with such a state- 
ment, except that it will seem to many more like an elaborate restatement of 
Eucken’s problem than the solution. Integration is likely to verge upon and 
invite central planning. 

There is a brief chapter on “‘The Development of Economic Thought”’ which 
is a wise word of caution against concentrating upon either pure theory, his- 
torical analysis or statistical investigation. There is a long introduction by Pro- 
fessor Jewkes of Oxford University, which expounds Eucken’s ideas, evaluates 
them, and supplies a measured and sympathetic critique of Keynesian economics 
and the economic policy of the British Labour Government. 

Discerning and fair-minded readers will be likely to find little fault with Pro- 
fessor Eucken’s ideas as applying to world economic conditions down to 1937, 
but today they are at least temporarily archaic and antiquated as a cogent ap- 
praisal of trends at the mid-century. War and vast armament expenditures in 
peacetime have now become the basis for full employment and “prosperity.” 
This seems likely to be the case for many years to come. Under such conditions, 
state control of economic life is inevitable and enduring. Orthodox monetary 
theory, however sound in a rational and pacific age, is now irrelevant in actual 
governmental practice. The state can manufacture as much money as it pleases, 
however disastrous the ultimate result. 

To combat Marx and Keynes is now all but irrelevant. One must tackle the 
economic picture as presented by George Orwell in Nineteen Eighty-four, and less 
terrifyingly by John T. Flynn in his As We Go Marching, by Lawrence Dennis 
in his Dynamics of War and Revolution, and by James Burnham in his Man- 
agerial Revolution. So long as “perpetual war for perpetual peace” remains the 
basis of public policy and the key to economic “prosperity,” the civilized world 
will have increasing inflation and a planned economy. Foreign policy is as much 
the only path to a sound economy today as it is to the realization of real and 
permanent peace. 

Cooperstown, N.Y. Harry Etmer BARNES 


The Works and Correspondence of David Ricardo. Edited by Piero Sraffa and M. 
H. Dobb. Vols. III, [1V, and V. New York: Cambridge University Press, 1951 
and 1952. Pp. viii, 437; vi, 422; xxxiv, 534. $4.75 per volume. 

In these three volumes Mr. Sraffa and Mr. Dobb continue their meticulous 
and fascinating presentation of Ricardo’s work. The third volume relates al- 
most entirely to the ‘“Bullionist” controversy; the fourth is a more miscellaneous 
collection of essays but still with a large proportion of monetary topics; the 
fifth gives Ricardo’s speeches in parliament—for the first time, indeed, that they 
have ever been collected or reprinted. It will be seen that there is much here to 
interest and occupy the economic reader. 

This reviewer wishes that it were possible to give as detailed a review of these 
volumes as was given of the first two. For the new volumes are no less inter- 
esting and no less startlingly relevant to modern conditions than were the initial 
ones. Do not the following remarks on inflation, quoted by Ricardo from Adam 
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Smith (Vol. III, p. 97) sound timely? “‘When it becomes necessary for the state 
to declare itself bankrupt. . .a fair, open, and avowed bankruptcy is always the 
measure which is both least dishonorable to the debtor, and least hurtful to the 
creditor. The honor of the state is surely very poorly provided for, when, in order 
to cover the disgrace of real bankruptcy, it has recourse to a juggling trick of 
this kind, so easily seen through, and at the same time so extremely pernicious.” 

Time has, however, failed for a detailed digest of the new volumes. American 
economists everywhere, however, and especially Southern ones, will be inter- 
ested to know that the present writer has recently discovered in the library of 
Judge Langdon Cheves, the South Carolina-born president of the Bank of the 
United States (1819-23) an almost complete set of the bullionist pamphlets. 
Ricardo’s, in particular, shows heavy reading. Thus these essays of Ricardo 
were being attentively read within ten years of their publication by the responsi- 
ble head of the American financial system. Ricardo’s influence in this country 
appears, indeed, to have been much more direct and immediate than usually 
supposed. 

Turning now to Volume IV, it opens with Ricardo’s “Essay on Profits,” fol- 
lowed by his “‘Proposals for an Economical and Secure Currency,”’ followed by 
various essays including the posthumous “Plan for a National Bank.’’ At the end 
Ricardian specialists will be particularly interested in a set of notes from Ri- 
cardo’s manuscripts. These relate in large part to theories of value and distribu- 
tion. Thus one reads the following by Ricardo in the ‘Notes on Blake,” (Vol. IV, 
p. 349) “Profits and wages were both higher it seems. Was this general? If you 
say yes I ask how they can both be higher if the value of commodities is at all 
times equal to the value of wages and profits together?”’ Read hastily it would 
appear that Ricardo had here forgotten that the ‘otal value, in a progressive 
society, is constantly rising. Professor Jacob Viner, however, has written me, re- 
garding my review of Volumes I and II, that when Ricardo says “higher” or 
“lower”’ profits he means relatively higher or lower. Thus the “dogmatic” state- 
ment by Ricardo, to which I referred in my earlier review, that profits depend 
on wages and nothing else is not so much dogmatism but tautology. This observa- 
tion explains one of the reasons why Ricardo has to be read with so much caution. 
But was it not a mistake for Ricardo to impute his own peculiar terminology to 
others? In common-sense language wages and profits can certainly both rise 
together. 

Economists will of course be particularly interested in the speeches collected 
here in Volume IV for the first time. The following side remark from the intro- 
duction (p. xx) will also be of interest—‘shortly before his death Ricardo had 
promised his friend Joseph Hume that he would assist him in his proposed 
motion against the laws restricting the emigration of artizans, the exportation of 
machinery, and the combination of workmen” (italics mine). But the very first 
page of the speeches finds Ricardo at his grimmest: “Mr. Ricardo. . .thought 
that if a provision were made for all the children of the poor it would only in- 
crease the evil; for if parents felt assured that an asylum would be provided for 
their children, in which they would be treated with humanity and tenderness, 
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there would then be no check to that increase of population which was so apt to 
take place among the laboring classes.” Yet always there is a contrast between 
one side of Ricardo and the other. He speaks against public works in depression 
(p. 32) on the ground “‘the capital thus employed must be withdrawn from some 
other quarter” and yet at the same time supports the motion for a committee 
to study some of Robert Owen’s notions on the ground that it is always helpful 
to get the “facts.” 

These three volumes, in fact, impress me still more with the schizoid nature 
of Ricardo’s thinking. Ricardo the humane, tolerant individual is always at war 
on matters of public policy with Ricardo the iron dogmatist. But still more im- 
portant, Ricardo the equilibrium theorist is perpetually at odds with Ricardo the 
analyst of dynamic growth. May we not hope some day to develop a theoretical 
synthesis of static and dynamic theory capable of standing on its own? Such a 
synthesis I believe would also help to bring together Ricardo the humanitarian 
with Ricardo the dogmatist. It is in the speeches, particularly, that the perpetual 
scrambling of static and dynamic equilibrium, and of short and long periods, is 
most clearly marked. And most of the “grim” conclusions stem from the equi- 
librium theory. 

University of Virginia Davin McCorp WriGut 


International Economics. By Jacob Viner. Glencoe, Ill.: The Free Press, 1951. 

Pp. 381. $5.00. 

With respect to Professor Viner, once a student, always a student of his work. 
The myriad who have had the benefit of his vigorous intellectual-knuckle rap- 
ping—whether through sitting under him or through study of his writings—will 
always feel safer in their conclusions if they can discover that they agree with 
him and, if they disagree, will feel acutely the need of canvassing most carefully 
the reason. All these will be glad to see this collection of twenty-five Viner essays 
on international affairs. 

The essays are presented in the order of their original publication dates, which 
range from 1924 to 1949. The majority appeared in 1943 or later. The title may 
perhaps be regarded as misleading in that the essays do not, even as nearly as 
such a collection might, add up to a treatise on what has probably come to be 
expected under the name of international economics. Readers of the monu- 
mental Studies in the Theory of International Trade, of 1937, would scarcely ex- 
pect another treatise. A number of the selections, to be sure, are concerned with 
the development or appraisal of tools of analysis—at least ‘““The Theory of 
International Values” (1926), ‘““Mihail Manoilesco, The Theory of Protection 
and International Trade” (1932), ‘““National Monopolies of Raw Materials” 
(1932), and “Professor Taussig’s Contribution to the Theory of International 
Trade” (1936). In a pithy introduction the author rounds out to some degree the 
picture of his present theoretical position, with special reference to aspects of 
his thought which are not clearly indicated in the essays but upon which readers 
might well feel entitled to be enlightened. Most of the book, however, consists 


of studies in policy. 
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This is particularly true of the later studies. During the war and afterward 
Professor Viner was addressing himself to those problems of international or- 
ganization which engaged the pressing interest of most of the thoughtful citi- 
zenry, and characteristically was selecting some of the knottiest. This phase is 
represented by essays on such subjects as international relations between state- 
controlled national economies, peace as an economic problem, the atomic bomb 
and international relations, conflicts of principle in drafting a trade charter and 
economic foundations of international organization. These are studies in political 
economy according to a fine tradition. 

In regard to form and sheer display of virtuosity, they are to this reviewer 
delightful. That an economist will actually make use of his tools and not be 
manipulated by them should no doubt be taken for granted; but perhaps not 
without meaning about the facts of life is the observation that at least one reader 
could feel refreshed by Professor Viner’s notable example. The literary style 
fairly often suggests that the writer has somehow missed the modern categorical 
imperative to write so that he who gallops may read. Some of us will take com- 
fort in the belief that he who insists on galloping, and he who writes only what 
the galloper can read, will normally fail to say or understand many of the things 
most needing to be said and understood. A master of nuance of thought, and of 
that art of qualifying phrase which is indispensable to its exposition, the author 
never cancels himself out, yet consistently avoids a danger which dogs the pro- 
ponent of less-than-popular positions: namely, in the effort toward forceful 
statement committing himself to unintended grounds and conclusions. The work 
abounds in pungent exposition of ideas which might well, in view of their in- 
herent difficulty, make for a labored and ineffectual presentation. Even where 
the thought is one of extreme familiarity it is usually freshened by the form in 
which it is cast. 

As to substance, only the sketchiest hints can be given. For the most part the 
author is making applications to be expected of any nineteenth-century-liberal, 
Marshallian economist. But he is doing more than that. Of the features which 
stand out, one of the foremost consists of the numerous manifestations of Pro- 
fessor Viner’s remarkable talent for dealing in full awareness of the exigencies of 
the day, while yet not losing sight of long-run considerations. This talent emi- 
nently qualifies him for a role which apparently he has in fact played to a signifi- 
cant degree—although no doubt far less than to his satisfaction—that of speaking 
to men who directly influence policy, in a manner such as to gain their attention 
to something beyond the shortest run. In the choice of policy, he makes con- 
cessions to short-run and not-so-short run limitations, both technical and politi- 
cal. Far from a mere carping critic, he canvasses eagerly the possibilities inherent 
in any institution which has at least some life capable of being nurtured—as 
witness his sympathetic treatment of the various international organizations. 

In this display of respect for both the short run and the long, the essays are 
probably as near to being models as we are likely often to get. However, if one 
must be critical, it is right here that this reviewer would look to account for 
the aspects of the work which leave him least satisfied. Probably most critics 
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will believe Professor Viner overemphasizes the long view. The reviewer feels 
forced to the opposite conclusion. Indeed, it is a source of recurring discomfort 
that he cannot accept the degree of ‘management by authority,” largely in the 
monetary field in a broad sense, which Professor Viner finds desirable or in any 
case the best compromise to be hoped for. Such remains the case in spite of the 
author’s numerous slaps on the wrist for enthusiastic managers of economies 
(for example, page 377, which should be read by all). Acceptance of authorities 
presumably stems from a conviction that certain automatic adjustments to 
change cannot be caused to come about with sufficient speed to avoid undue 
hardship (plus of course a conviction, about which the author appears at times 
to be dubious, that the actions of authorities will not themselves create intoler- 
able political wrangles). Although understandable, to this reader recommenda- 
tions so based seem an inferior substitute for hewing to the line so generally 
followed by Professor Viner—that is, making clear the nature of adjustments in 
an economic mechanism having reasonable assurance of viability, and supposing 
that sane men will overcome their reluctance to make them. 

This and such other dissents as might seem called for cannot, however, dull 
the reviewer’s enthusiasm for a widespread hearing of the voice of Viner, or for 
its direction of effect upon the climate of opinion that would prevail in its ab- 
sence. The things it says are conceived in that spirit of universal benevolence 
which, at least verbally, is so generally accepted today. But toward the popular 
latter-day ideas of technical economic possibilities, limitations, and analysis— 
notably notions of the revolutionary merits of the Keynesian message to inter- 
national economics—the voice is that of an old-fashioned neo-classical econo- 
mist, scientifically humble, but as yet unashamedly unregenerate. And the note 
of constructive skepticism sounded at the end of the book ought to be heard 
‘round the world until it is properly answered: 


World government is not to be taken seriously as a possible answer to important 
problems in the economic field until some advocate of world government comes along 
with at least a plausible sketch of how it would proceed to solve any one of the urgent 
problems of the day in the international economic field: the problem, say, of trade barriers, 
or of frozen and pegged currencies, or of dollar scarcity, or of the hunger for capital in 
undeveloped countries. Dreams often serve the valuable purpose of elevating our goals. 
But dreams also “lift up fools” to levels where the possible ceases to be acceptable. 


University of North Carolina CLARENCE PHILBROOK 


A Study in the Theory of Inflation. By Bent Hansen. New York: Rinehart & 

Co., 1952. Pp. xiii, 262. $4.00. 

In this book Bent Hansen of Sweden (who should not be confused with 
Alvin Hansen of the U.S.A.) has done work significant for those who are inter- 
ested in monetary theory or who are doing research of any kind on inflation. The 
repressed inflations of World War II, which hitherto have been investigated on 
an empirical or descriptive plane, inspired Bent Hansen to develop a theoretical 
model for inflations held in check by price and/or wage control. The model, 
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however, turns out to be extremely general. In the latter part of the book, the 
author first shows how it can be applied to open inflations, then generalizes it so 
that the static equilibrium of the Walrasian system becomes a special case. 
Nevertheless, the study does not pretend to give a full blown theory of inflation: 
it pays little attention to dynamic process analysis, the interest rate, central 
bank policy, and expectations. The model distinguishes carefully between factor 
and commodity markets. In fact, Bent Hansen’s definition of inflation (or, as 
he calls it, “monetary pressure of inflation’’) is that “there is monetary excess 
demand in either the composite commodity market or the composite factor mar- 
ket, or in both these composite markets, so long as neither of them exhibits 
monetary excess supply” (p. 6). As in most theoretical work, the analysis is 
based on severely restrictive assumptions. For instance, Bent Hansen analyzes 
universal perfect competition and universal monopolism in commodity markets 
but does not analyze a mixture of the two. Equally at home in the Anglo-Saxon 
and the Scandinavian literature, the author appears to belong to no particular 
“school” though he calls his analysis Wicksellian. Much of the analysis is dia- 
grammatic. My nodding acquaintance with calculus sufficed for most of the 
mathematical passages, although a few sections were beyond me. So far as I 
could judge, the author has a high degree of technical skill. 

Bent Hansen reaches a number of interesting conclusions. He shows that the 
Swedish concepts of planned saving and planned investment are not useful for 
analyzing inflation since it is possible for inflationary pressure to exist even 
though planned saving exceeds planned investment (pp. 76 and 100-101). Under 
perfect competition (and with certain other assumptions), closing the infla- 
tionary gap in commodity markets leaves the gap in factor markets unchanged 
(p. 116). “If the pressure of inflation is to be removed merely by decreasing the 
demand for commodities, this demand must decrease by an amount larger than 
the existing inflationary gap in the commodity markets, actually by so much 
more that the price is forced down so far in relation to the wage-rate that the 
excess demand for labour-services also disappears.”’ (P. 179.) This contradicts 
conclusions “based on more crude Keynesian models. . . that to do away with 
inflation a lowering of real wages and increase of profits is necessary, because 
wage-earners have a higher consumption-ratio than the profit-earners.”’ (/bid.) 
To step out of the inflationary context for a moment, equilibrium can be main- 
tained in the face of a rise in productivity without changing prices, wages, or 
real consumption of the government if indirect taxes are increased and direct 
taxes decreased (p. 243). 

With direct controls, universal monopolism, and equilibrium in both com- 
modity markets and factor markets, abandonment of direct controls may re- 
sult in an inflationary process (p. 123). This is because price control makes part 
of the monopolist’s marginal revenue curve a straight horizontal line. A policy 
of controlled wages and uncontrolled prices may not close nor even diminish 
the inflationary gap in commodity markets through rising prices; in fact, it may 
be necessary to lower prices to close the gap (p. 134). Under perfect competition 
and repressed inflation, a decline in productivity is found to be a favorable 
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factor for combatting inflation, and it is probably better not to compensate for 
the decline in productivity by permitting higher prices (p. 149). The same may 
or may not be true under monopolism (pp. 152-158). Under certain assumptions, 
an open inflation reaches a quasi-equilibrium ‘‘in the sense that the price-wage 
ratio, excess demand for commodities and labour-services, and along with them 
the speeds of the rise in the price and the wage-rate are constant.” (P. 166.) 
Moreover, the quasi-equilibrium is stable. 

Vanderbilt University ‘ Renpies 


A. E. A. Readings in Price Theory. Edited by Kenneth E. Boulding and George 
J. Stigler. Vol. VI. Homewood, Ill.: Richard D. Irwin, 1952. Pp. x, 568. $5.00. 
With this volume the American Economic Association’s series of readings 

extends into the literature of micro-economic theory. The editors have excluded 
articles on welfare economics as worthy of a separate volume; they have chosen 
material not readily available elsewhere on utility and dpmand, costs and re- 
turns, the role of stocks in price theory, the theory of the firm, imperfect com- 
petition, spatial competition, and the theory of games. 

Twenty-five packed articles such as these are not easily summarized in a 
short review; the remarks which follow will be rather general. It should be stated 
first that this volume is one for the professional economists and for graduate 
students. Those not already versed in theory will find many of the articles com- 
pletely mystifying. Most of the writers represented are pioneering in the marginal 
areas of economic thought and assume that the central ideas of neo-classical 
theory are already familiar to the reader. 

There is some material, it is true, which will prove of value to the general 
student of economics. The entertaining controversy between Clapham and 
Pigou on “empty economic boxes” cannot be surpassed as an introduction to 
and critique of the method of economic analysis. Viner’s well-known piece on 
cost curves should present few difficulties to those familiar with textbook dia- 
grams. The articles on imperfect competition by Hicks, Sweezy, Stigler, and 
Rothschild cover matters of interest to those who disdain minute refinement 
of seemingly irrelevant issues. And Wicksteed’s brilliant article on method 
should receive much wider attention; though written in 1914, it is amazingly 
‘“‘modern”’ in defining the relation between ethics and marginal economic analysis 
and in description of the demand curve. 

Three articles do an excellent job of summarizing recent developments for 
those who cannot devote time to more extended discussions. The article by Roth- 
schild covers a great volume of oligopoly literature in a stimulating way and 
at the same time relates this literature to subject matter normally outside the 
scope of economics. Leonid Hurwicz’s summary of the Neumann-Morgenstern 
“Theory of Games and Economic Behavior’’ fills a need for those with a limited 
background in mathematics. Boulding’s article entitled “A Liqu Jity Preference 
Theory of Market Prices” gives an insight into ideas which hve been more 
fully developed in his ‘Reconstruction of Economics.” 

The longest series of articles is concerned largely with the issue of the relation 
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of increasing and decreasing returns to the social optimum: Pigou, Robertson, 
Knight, Sraffa, Mrs. Robinson, Howard Ellis, and William Fellner contribute 
to the controversy. Some readers will find this the most valuable part of the 
volume, which no doubt is more complete on this question than any other source; 
others will find the details of the debate too specialized for their more general 
interests. 

Two articles, by E. J. Working and by Hans Staehle, are concerned with the 
statistical measurement of theoretical concepts. They should both be read by 
anyone interested in relating analysis to empirical data, for both contain im- 
portant warnings on the dangers and limitations of such studies. 

One’s evaluation of the articles is likely to depend on his own background and 
interests. The reviewer finds the Friedman and Savage essay on “The Utility 
Analysis of Choices Involving Risk” especially stimulating because of his in- 
terest in consumer behavior; he finds the Makower and Marschak “Assets, 
Prices and Monetary Theory”’ less interesting, largely because of the unfamiliar 
terminology and method which are not spelled out by the authors; and the 
Slutsky article on consumer budgets is for those with a firmer mathematical 
training. In short, there is sufficient variety in the volume to cut across the 
interests and shortcomings of most advanced readers. 

University of Kentucky W. W. Haynes 


Economic Stabilization: Objectives, Rules, and Mechanisms. By Walter P. Egle. 

Princeton, N. J.: Princeton University Press, 1952. Pp. xii, 264. $4.00. 

The central theme of Economic Stabilization is that the most promising avenue 
to the attainment of a state of ultimately self-sustaining economic stability is 
through the subjection of governmental stabilizing activities to a clearly-defined 
and binding objective. The author, Walter P. Egle of the University of Cin- 
cinnati, proposes that a binding floor and ceiling for economic fluctuations be 
adopted for a specified period by legislative action. According to his proposal, 
the cyclical limits would be stated precisely in terms of an index (or indexes) of 
total economic activity and would be spaced far enough apart to provide for a 
liberal margin of tolerable fluctuations. In order to insure the successful defense 
of the established limits, he advocates granting the stabilizing authorities broad 
discretionary powers covering the selection and use of appropriate compensatory 
measures. However, ultimate self-enforcement of the norm is an important 
feature of the plan. Professor Egle believes that the decisions of individuals and 
firms will in time become strongly conditioned by the confident expectation that 
cyclical fluctuations will not be permitted to exceed the prescribed limits. When 
this state of mind becomes widely prevalent, individual actions will be conducive 
to maintenance of stability, and the plan will be virtually self-enforcing. 

The idea of achieving a state of self-sustaining balance through ultimately 
self-enforcing governmental commitments is not novel, having been conceived 
some years ago by Henry C. Simons. There are, however, some significant dif- 
ferences between the ideas of Professors Simons and Egle on this subject. Broadly 
speaking, the Simons proposal would have entrusted cyclical control to a bind- 
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ing stable-money rule, open-market operations on the part of the Treasury, and 
a system of countercyclically varying levels of exemption of the federal income 
tax. Professor Egle places no such definite limitations on the means of stabiliza- 
tion. Instead, he favors a rather broad grant of discretionary powers to the sta- 
bilizing authorities. It is his opinion that relatively powerful compensatory 
machinery will be required to defend the established limits during the period 
immediately following the adoption of the plan. 

Not all readers of Economic Stabilization will agree with the generally optimis- 
tie views of its author concerning the usefulness and workability of this plan to 
confine cyclical swings within fixed limits. The plan appears to be vulnerable 
to criticism in a number of respects. In the first place, some economists will un- 
doubtedly view with alarm the undetermined and possibly harmful effects which 
a program of this type may have on long-range economic growth. Others may 
feel that the plan does not provide adequately for the maintenance of optimal 
relationships among the components of the various national aggregates, which 
is scarcely less important than the attainment of over-all stability. Again, criti- 
cism may be directed at the indexes in terms of which the binding limits would 
be expressed. Professor Egle recommends fixing the ceiling in terms of an index 
of the general price level, while the floor would be expressed in terms of an index 
of total employment. However, no adequate measure of the general price level 
is available at present, and a disturbing lack of uniformity has been exhibited 
in the past by the indexes which measure changes in particular groups of prices. 
Also, the definition of ceiling and floor in terms of separate indexes, the move- 
ments of which would not be closely correlated, could easily lead to confusion. 
Finally, many economists may question the important assumption that eventual 
self-enforcement of the plan can be expected. 

It is probable that many readers of Economic Stabilization wiil retain important 
reservations with regard to the feasibility of the stabilization scheme about 
which the study centers. Nevertheless, most readers will find the book an in- 
teresting and very readabie brief treatment of the knotty problems involved in 
countercyclical activity. Economic Stabilization can be read profitably by any 
person interested in this important problem. 

West Virginia University James H. THOMPSON 


The Industrial Economy. By C. E. Ayres. Boston: Houghton Mifflin Co., 1952. 

Pp. x, 433. $4.00. 

Perhaps the greatest contribution of this new book will prove to be the at- 
tempt of the author to counteract the growing polarization of economic thought 
into a conflict between capitalistic free enterprise and communism. Although 
this is by no means the main theme of the book, still the idea remains in the 
mind of the reader throughout the course of its 433 pages. It is implied that 
many people, being dominated by a fear psychology, consider that any devia- 
tion from classical theory, any criticism of the present capitalistic system will 
be termed a radical and heretical step toward socialism and communism. Such 
an attitude, Dr. Ayres states in the preface, ‘‘. . . could result in the stifling of 
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all efforts to recognize and correct the errors of our own traditional way of think- 
ing and our own American way of life.” 

In the plan of the book, Dr. Ayres first attacks the assumptions and thus the 
validity of the conclusions of classical economics, but he gives reasons why 
classical theory persists “. . . in the face of scientific developments which are 
directly contrary to its basic assumptions.” Here he asks if the investigations 
of economists into price relationships are ‘‘. . . the principles of economics in the 
sense of providing the basic tools for understanding how the industrial economy 
came to be what it is and how it operates?’ His answer is in the negative. A 
static analysis is of no service in studying a dynamic economy. The basic prob- 
lem of economics is one of institutional adjustment to technological change. 
Thus the institutionalist approach is presented in an attempt to show why the 
economy is what it is and how it evolved from the past. 

All institutions and all technology grow and evolve from past institutions 
and past technology. On a base of essentially static institutions, the economy 
has evolved under the impact of dynamic technology. Technological ways of 
thinking eventually “. . . intrude upon regions which were predominately insti- 
tutional before.” It is particularly the evolution of the institution of property 
in response to technological requirements that has brought about our present 
system. In this vein Dr. Ayres presents the development of the industrial econ- 
omy and its present instability. 

Several chapters are devoted to a presentation of cures for the instability of 
the industrial economy. Since the basic difficulty is an institutionally deter- 
mined inequality of income which cannot be changed and which results in a 
shortage of mass purchasing power, a plethora of savings and a shortage of 
investment opportunity, the basic solution is to implement technical devices 
“.. . adequate to the solution of the technical problems of the age.”’ Dr. Ayres 
recommends a modification of the income mechanism so that mass purchasing 
power can keep more in line with the capacity to produce and to reduce at the 
same time the discrepancy between saving and investment. The devices sug- 
gested for implementation of this program are the progressive income tax in 
conjunction with an idea of a guaranteed minimum “independent income” 
under a social security plan. He also suggests deficit finance and public work 
but considers them merely alleviatory and not striking at the basic difficulty 
which is a shortage of mass purchasing power with which to buy the products 
of the technologically advanced mass production system. 

Finally there is a more specific attack on value theory. The attempt here is 
to show that the market mechanism does not guide and bring order to the 
economy but merely reflects such order as is present in the economy. Yet he 
admits that the individual businessman is guided by the market mechanism. 
Proceeding from this last argument which consumes two chapters, it is only one 
step to the conclusion that the problem of bigness in business cannot be con- 
sidered on classical grounds of competitive and self-equilibrative forces. Changed 
technological conditions make such an analysis unsuitable as a basis for a guide 
to a sound economy. 


i 


396 BOOK REVIEWS 


Dr. Ayres has written this book primarily for students. The reviewer con- 
siders that portion of the book in which the author discusses in general post- 
Keynesian form, but in simplified and non-technical language, the ills of the 
industrial society and the remedies therefore will be quite helpful to the under- 
graduate student of economic theory. 

On the adverse side the reviewer is of the opinion that the content of the 
book presupposes that the student has, and in fact requires that he have, a 
working knowledge of classical theory and value theory as refined to the present 
day before he can grasp the subtle arguments of the book. Portions of the book 
dealing with the development of the concepts of saving and capital formation 
are somewhat less than satisfactory. Nevertheless, the book should be of interest 
to the student with a background in economic theory and also to the professional 
economist who may wish a stimulating review or criticism, as the case may be, 
of his own mode of thinking. 

University of South Carolina A. C. Fiora, JR. 


Pricing and Equilibrium: An Introduction to Static and Dynamic Analysis. By 
Erich Schneider. Translated from the original German by T. W. Hutchison. 
New York: Macmillan Co., 1952. Pp. xii, 327. $4.00. 

The appearance of a new book from the pen of Mr. Schneider is an event in 
itself. When this is coupled with the fact that Mr. Hutchison’s translation from 
the German will give the purely English reading economist his first look at Mr. 
Schneider’s work, the event takes on added significance. In this book the author 
attempts to introduce the reader to the elements of price theory, considering 
both static and dynamic analysis, partial and general equilibrium. National 
income analysis is treated in dissociated parts as an outcome of price theory. 

In his treatment of demand Mr. Schneider uses the indifference curve method 
as the means of deriving the relationship between demand, price, and income. 
A detailed description of demand by elasticity coefficients in relation to mar- 
ginal and total revenue is given, complete with illuminating diagrams. Finally, 
the relation of individual to social demand is set forth to explain the derivation 
of the “consumption function” of national income theory. 

In his discussion of the firm Mr. Schneider manages to traverse most of 
accepted static economic theory on the subject. His discussion begins with a 
general analysis of the various market situations which may be faced by the 
seller. There follows a case by case description of the behaviour of the firm in 
each case. A discussion of the firm’s planning in time takes up a number of 
cases involving capital and interest in their relation to production. 

A discussion of market equilibrium follows. With a wealth of detail the author 
shows how partial equilibrium is reached in various competitive and monopo- 
listic situations. Finally, the problem of general equilibrium of exchange and 
production is analyzed under conditions of competition. 

One wonders what to expect from a book in economic theory nowadays. Out 
of the intellectual ferment of the present era with its semi-socialized war econ- 
omy has come a flood of new ideas. In a text which seeks to set forth funda- 
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mental, and therefore basically acceptable, notions the economist is faced with 
a confusing task of selection. Particularly difficult is the decision as to the basic 
economic units which perform the functions of an economic system and the 
motivations of these units. In selecting the household and firm as economic 
prime movers and attributing to them the goals of maximization of utility and 
profit, respectively, Mr. Schneider is probably wise. At present, these seem to 
be the best elementary hypotheses. 

At a more advanced stage, however, one must question the adequacy of these 
concepts to describe the group behaviour evidenced by corporations and labor 
unions. Likewise, one is faced with the question of whether “fundamental” 
principles of economics can be derived which exclude government action. In 
short, can these topics be superimposed on or compressed within an intellectual 
framework originally constructed with different economic units and motivations 
in mind? 

In evaluating the achievement of this book it is natural to compare it with 
Boulding’s Economic Analysis and Stigler’s Theory of Price. Generally speaking, 
this is a more severe work, grounded as it is in the continental intellectual dis- 
cipline. Literary explanations are somewhat shorter; mathematics is occasionally 
introduced into the text; and the derivations in the theory of capital require 
more background than the comparable American texts. While the relations be- 
tween different economic situations and methods of analysis are more evident, 
one has the feeling that the author’s interest lies more in the abstract logical 
sphere than in the concrete economic situations under discussion. At the graduate 
level for students seeking a doctorate in economics this book should provide an 
excellent survey of the state of price theory in the larger sense. In particular, 
the treatment of price determination under oligopolistic and monopolistic situa- 
tions is very well designed. 

A large number of minor slips occur in the text, but it is only surprising that 
all the slips in a work of this type should be minor! On p. 39 equation (17) 
should be writtens = e — c = e — c(pi,---,pn,¢). On the top of p. 82 the state- 
ment is made, in effect, that the level of variable cost increases more than pro- 
portionately to output where marginal cost rises, but this is the point where 
marginal cost equals average variable cost. Tables A and B on pp. 83 and 90 
contain errors of rounding and otherwise. On p. 110 the first five figures in the 
marginal profit column are in error. The diagram on p. 109 is confusing in that 
the intersection at C appears to be significant in connection with the discussion 
in the text, but it is not. On p. 102 the profit area is incorrectly drawn in on the 
diagram. On p. 115 the meaningless statement is made that advertising costs 
increase more rapidly than (physical) sales at a certain point. On p. 136 in the 
second italicized statement, “first” and ‘‘second” should be interchanged. On 
p. 117 the equation stated there should, I suppose, be written P = px — C(x) — 
R(p, z). In the footnote on p. 146 the derivative notation is deranged. On p. 152 
in the sentence below equation (18) “larger” should be substituted for “smaller.” 
On p. 168 7 should be substituted for 1 in the denominator of the second expres- 
sion of the continued equation (8). On p. 198 in the ninth line “larger” should 
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be substituted for “lower.”’ On p. 204 it appears that a should appear in some 
way in equation (8). On p. 226, fig. 98b. “quantity” should replace “price.”” On 
p. 263 the indifference curve passing through s is not consistent with curve 
MYV,, since an infinitesimal change in the rate of exchange will cause MV, to 
turn back on itself very sharply to a point slightly beyond s. On p. 278 the dia- 
gram SS’, it seems to me, should be concave to the wage axis instead of convex. 
At least this is what the use of Edgeworthian indifference curves will tend to 
give. On p. 296, in the last equation, p, multiplies a at the extreme left of the 
equation. 
University of Alabama Joun S. HENDERSON 


Federal Grants and the Business Cycle. By James A. Maxwell. New York: Na- 
tional Bureau of Economic Research, 1952. Pp. 122. $2.00. 

This study will be very suggestive to an attentive reader whether a veteran 
or a novice in the field of federal-local fiscal relations. For both academicians 
and those in government service it should be helpful in achieving a better per- 
spective of the roles which federal grants have played in the past and the roles 
that they could play in the future. 

In the text and in numerous tables and graphs Mr. Maxwell very skillfully 
summarizes federal grant history and administration in relation to state and 
local budgets and functions. 

One main branch of this study is the discussion of the factors which should 
be taken into account in designing a grants-in-aid public assistance program 
which would contribute to the achievement of national minima not only at any 
point in time, but also through the business cycle. The economic, political, and 
administrative factors are held in a nice balance. In this section Mr. Maxwell 
comes down on the side of establishing some set of rules as opposed to leaving 
wide areas of discretion in the federal administration. 

The other main branch of this study is the discussion of public works in rela- 
tion to the cyclical problem. This part of the book is handled with very good 
sense, sensitivity, and completeness. 

From the very nature of this study Mr. Maxwell’s book will be of greatest 
interest to those who tend to neglect the variation of federal tax rates (receipts) 
and monetary policy as economic stabilizers. 

Ottawa, Canada Russet J. Morrison 


Economic Systems in Action. By Alfred R. Oxenfeldt. New York: Rinehart & 

Co., 1952. Pp. xiv, 175. Paper, $1.50. 

Professor Oxenfeldt has attempted to present an impartial description of the 
functional operation of the economic systems of the United States, the Soviet 
Union and the United Kingdom. While attention is focused upon economic struc- 
ture, other cultural aspects have not been ignored in evaluating and comparing 
the three systems. 
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The author begins with the assumption that “pure” capitalism, socialism and 
communism do not exist and never will. From this starting point, the author 
dismisses theory and endeavors to describe the “real economies” of the three 
countries. An analysis of five economic functions serves as the basis for a de- 
scription, comparison and evaluation of the systems. These economic functions 


. The production of goods which best satisfy the people. 

. The selection of efficient production methods. 

. The direction of individuals into their most productive employments. 
. The equitable distribution of income. 

. The creation of new techniques and new products. 

It is acknowledged that economic efficiency is not the only test that is ap- 
plicable to a cultural system. There are also questions of freedom, security, 
ethical codes, etc. which must be considered. These non-economic factors have 
received some attention in the evaluation of each economic system. 

Factual information used as a basis for the descriptions and comparisons of 
the systems is mostly that which has been recognized and is readily available. 
Such authors as: Loucks and Hoot, Schwartz, Kaser, and Bergson, are fre- 
quently cited in the chapters dealing with the Soviet Union. The British Infor- 
mation Services bulletins, studies by Brady, by Williams, and by other writers, 
are the sources cited in the chapters dealing with the United Kingdom. This 
book is in the nature of a summary and an analysis of available material rather 
than an extension of the basic field of information. 

From an economic point of view, the three countries have more in common 
than is usually assumed. Their systems are more marked by similarity than by 
differences. All three economies use the price mechanism. Money is an impor- 
tant institution in each and monetary incentives are used to stimulate worker 
effort and production. Most people have to work for a living in every country 
and there is relative freedom of occupational choice. Banks make loans, creating 
and destroying money and the governments collect taxes. Differences between 
the systems are mainly non-economic. Basic economic laws and institutions 
function under each system. It is the extent of interference with these basic 
forms that differentiates one economic system from another. A modern economic 
system is a mixture of government intervention, private intervention and the 
absence of any intervention at all. No system is completely free nor is any com- 
pletely regulated. In the Soviet Union and the United Kingdom, government 
regulation is more intense than in the United States. Oxenfeldt contends that 
in “the Soviet Union and the United Kingdom, government regulation has not 
prevented a substantial improvement in economic conditions.”’ It would seem 
that the same could be said about the United States. At the same time, it is 
recognized that all economic evils cannot be cured by passing a law. Yet, “If we 
do not take the risks involved in change . . . we can be certain that conditions 
will not be improved.” 

Economic Systems in Action is directed toward the beginner rather than the 
advanced specialist. It is too short to serve as a single text for a course in eco- 
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nomic systems. At the same time, it is a concise, thought provoking presentation 
of the functional operation of the economies of three important world powers. 
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University of Kentucky Joun T. Masten 


The Economic System. By E. T. Weiler. New York: Macmillan Co., 1952. Pp. 

xxx, 869. $5.75. 

Since the publication, in 1936, of Keynes’ General Theory of Employment, 
Interest and Money, writers of textbooks in economics have generally followed 
one of three possible alternatives. Some have seen fit to ignore the new develop- 
ments and stay by the traditional type of treatment prevalent before 1936. 
Others have taken the view that traditional economic theory was antiquated 
and have adopted the aggregate approach, to the exclusion of traditional theory. 
An increasing number of writers, however, have endeavored to combine the two 
types of approach in one way or another. Professor Weiler has chosen to follow 
the last alternative and has done so with a very considerable degree of success. 

He bases his analysis on the circular flow of wealth and income. On one side 
of the flow are households which are the purchasers of the products of industry 
and at the same time are the sellers of productive services, which are composed 
of labor services and property services. The term, productive services replaces 
the older term, factors of production, and the distinction between land and 
capital disappears. On the other side of the flow are business units that are 
sellers of industrial products, including non-material goods and at the same time 
buyers of productive services. This gives rise to two kinds of markets, the prod- 
ucts market on the one hand and the market for productive services on the 
other. Within these markets, the price mechanism acts to direct production, 
allocate productive resources as between industries and business units and the 
flow of wealth and income as between households. 

To reduce the economy to such a simple working model, a number of assump- 
tions are necessary and Professor Weiler not only recognizes this fact, but is 
careful to state his assumptions very carefully and emphasizes that the economy 
so conceived is only for working model purposes. Within this simplified model, 
the author develops and applies price theory along traditional lines. 

From price theory the writer turns to the subject of money and the mech- 
anism of exchange. Throughout much of the remainder of the book consideration 
is given over to modification or removal of the original assumptions in order to 
bring the working model of the economy to something approaching everyday 
life and to attain a greater degree of reality. The original treatment is modified 
by the introduction of the banking system with its power to create and destroy 
money. The circular flow is also affected in various ways by the existence of 
government with its power to influence the money supply, to levy taxes, sell 
securities and make transfer payments. Further modifications must be made for 
the effects of international trade, capital formation, saving and investment, the 
influence of organized groups within the economy and innovations. 

The subject of economic progress is also included. Under this head, the means 
by which growth can be measured, the historical trends, the business cycle, and 
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an analysis of the factors affecting growth are discussed. The distinction is made 
between growth and fluctuation. In explaining the business cycle, monetary 
influence seems to receive most emphasis, but the author points out that the 
nature of economic growth is such as to promote fluctuation and that innova- 
tions play an important part. Also if innovations were completely removed, 
growth would probably cease. 

The last section is given over to public policy. The author suggests a number 
of possible objectives of public policy such as efficiency in the use of resources, 
freedom of the people to choose their rulers, freedom of choice in consumption, 
freedom to participate in organized groups, equity in the distribution of income, 
maintaining stability of the economic system and social security and interna- 
tional peace. The discussion of these topics is well-balanced and emphasis is 
placed on the fact that in many cases these objectives are in conflict with each 
other. If society pushes too far in one direction, other objectives will be restricted. 
The section on inequality of income is especially good and presents material not 
ordinarily found in many textbooks. The danger of drawing conclusions from 
statistics, without first making the proper corrections, is pointed out. 

The book is both comprehensive and comprehensible. It includes a number of 
new features, among which is the introduction of demand and supply curves, 
for products and also for productive services, directly into the circular flow. The 
use of indifference tables and charts in place of the usual indifference curves, in 
illustrating substitution at the margin, will be appreciated by the student who 
has not had a background in mathematics. 

This reviewer recognizes the fact that a review of a book very often reflects 
the bias and prejudice of the reviewer as much as it does the accomplishments 
of the author. Nevertheless, in the judgment of this reviewer, Professor Weiler 
has been very successful in the task of integrating the best of traditional eco- 
nomic doctrine and the theoretical developments of the last decade or two. If 
the text is used for a foundation course in economics, where the student will 
pursue further study of the subject, he will be provided with the tools for further 
analysis. Where the course is in the nature of a terminal course and the student 
does not carry his study along advanced lines, he will at least get a conception 
of the complexity of economic phenomena and of the forces at work within the 
economy. Such a conception will be of value in formulating his thinking upon 
the economic questions with which he is confronted in everyday life. 

Virginia Polytechnic Institute B. O. MILLER 


Economics: An Introductory Analysis of the Level, Composition, and Distribution 
of Economic Income. By Bruce W. Knight and L. Gregory Hines. New York: 
Alfred A. Knopf, 1952. Pp. xx, 917. $5.75. 

It seems to me that there is a critical need for a good introductory text for 
that “most abstract of the introductory courses’””—economics. This need is men- 
tioned as being of most concern, by the authors of this excellent book, and one 
which comes nearer to fulfilling their objective of providing a complete, interest- 
ing and enlightening presentation of this difficult subject than anything that I 
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have yet read. This is truly an understandable and readable text, and one that 
leads the novitiate into the mysteries of economic theory and principles in a 
most pleasant and satisfying manner. 

From beginning to end, the sympathetic, carefully explanatory and easy-flow- 
ing style is followed, with the result that the student feels that the material is 
something that is not above his comprehension, and, consequently, the interest 
of the student should be maintained throughout, to the distinct advantage of 
the teacher of beginning college economics. After reading this publication many 
more students should learn to understand economic principles and forces, and, 
with a clearer idea of the subject and a greater concept of its value, it is my 
opinion that the study of the important field of economics in the undergraduate 
and graduate fields will gain considerably in numbers and enthusiasm, due to 
the lucid and stimulating style of the authors 

Certainly this field needs more foilowers, and learners who have started with 
a better introduction than is afforded by reading many of the texts which are 
offered as “elementary” and “introductory,” many of which are too technical 
statistical, or theoretical to induce the initiate to pursue the subject any further 
than absolutely necessary, on account of academic requirements, or other com- 
pulsory measures. Such an inviting and illuminating exposition as the one under 
review has already proved well worth the writing, and, especially in my own 
experience, well worth the reading, on account of its contribution to the invita- 
tion to, and interest in, economics, on the part of the American college student 
body. 

This book does not have to be read all the way through to be appreciated. 
The opening illustration of the operation of the forces which determine prices 
and value in a simple prisoner-of-war economy is sufficient to demonstrate the 
simplicity of exposition and practicality of explanation which attracts the 
reader to read on through the entire work. It never becomes dull, and only in 
places does it seem a little short of completely satisfying explanation. This, in 
itself, is to me no less than miraculous, for very few writings in economics, even 
those created for neophytes, are completely clear and understandable at all 
times. This book, however, is uniformly clear in all topics with which it deals. 

The breadth of the treatment and the thoroughness of the scope may be best 
observed by scanning the Table of Contents, which is highly enough regarded 
by the publishers to be printed in full on the back of the flap of the back cover, 
and usually included in the full-page advertising spreads that may be seen in 
the current economic journals and educational periodicals. All important topics 
of the subject of economics are grouped under the eight main divisions: “‘intro- 
duction,” “framework of the economy,” “national income as a whole,’’ “‘in- 
dividual outputs and prices,” “functional distribution,’ “selected problems,” 
“{nternational economics,” and “socialism and war economics.”’ A listing of the 
individual chapter headings will convey a better impression of the coverage and 
organization of the material, and quicker, than any other device. 

Basic Problems, Basic Concepts, Specialization, Forms of Organization, and 
Capitalism and Government comprise the chapters in the conventional “Intro- 
duction,” clear and concise, with the necessary definitions amply provided. 
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Under “Framework of the Economy,” the second section includes Labor, 
Capital, Entrepreneurship of the Firm, Risk of Entrepreneurship, Money and 
Credit, Banking and the Federal Reserve System. This stage, which is often dry 
and dull, is remarkable for its success in maintaining reader interest and under- 
standing. 

“National Income as a Whole” is the body of the third section, and this com- 
plicated topic is well simplified under the captions of National Output and 
Income; Trade, Employment, and Income; Price Levels; Depressions and 
Business Cycles; Fiscal Policy; and Economic Stabilization. 

The fourth section deals with Diminishing Returns; Demand; Supply; Market 
Prices; Competitive Normal Prices, and Monopolistic Normal Prices (I) and 
(II). The fifth section covers Wages (I) and (II); Rents; Interest; and Profits 
after the classical manner. 

“Selected Problems” next bring in Natural Monopolies (I) and (II); Trusts; 
Agriculture; Economic Security ; Economic Inequality ; and Government Finance. 

A section on “International Economics” is divided into Foreign Exchange; 
Commercial Policy; Finance; Cartels and Commodity Agreements. 

And the concluding section offers Democratic Socialism in England; Auto- 
cratic Socialism in Russia; Wartime Price Ceilings in the United States; and a 
final chapter on Economics and War. 

The treatment of each of these chapter topics is sound, safe, conventional, 
and complete, with generous inclusion of all the important definitions, theories, 
principles, and concepts necessary for a working knowledge of economics and 
an understanding of terms, expressions, and phrases used in popular and also in 
more advanced discussions. Footnotes are absent, which makes the textbook 
more attractive and more apparently readable. References are also omitted, 
without any detriment, in my opinion, since publications are readily available 
with copious lists of references and readings. Each chapter is followed by a 
“Summary” which is one of the valuable features, excellently summing up the 
important ideas expressed in the previous chapter, to the teacher and student 
alike. Also, the addition of several well-chosen questions for discussion at the 
end of each chapter increases the usefulness of the book for stimulating discus- 
sion in class, and drawing attention to the important considerations covered 
periodically, for the better review of the context and stimulation of thinking on 
the part of the student. 

As an analysis of elementary economics, this text is not so comprehensive and 
orthodox as Kieckhofer, yet more readable and more interesting; not so advanced 
nor involved as Ise; not so difficult and technical as Samuelson; not so statistical 
and obscure as Taylor and Barger. In fact, as far as I am concerned, it combines 
all the pertinent information of the other survey analyses, and makes it more 
simple, more readable, and more convincing. And yet nothing of consequence 
is overlooked. For example, the section on National Income is particularly 
enlightening. With a firm, sound, middle-of-the-road course, the approach is one 
of combination and balance of the “Institutional,” “Keynesian,” “National 
Income,” and ‘Neo-Classical.”’ 

Since the text in its entirety is too long to be covered completely in a one- 
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semester course in “Principles,” the authors suggest chapters to be included in 
the one-semester presentation. However, logical as this may be, it seems to me 
that a split of the work halfway would be better, as the continuity would then 
be better preserved, and the unity of each semester course be better maintained. 
By following this suggested half-way division, all the basic principles would 
have been introduced, and all the definitions and primary forces would have 
been explained satisfactorily in the first semester. Then the student in the second 
semester would encounter the functional distribution of income; selected prob- 
lems of monopoly, agriculture, economic insecurity and inequality, and govern- 
ment finance; foreign exchange and international trade; socialism, price control, 
and the economic consequences of war. 

The authors believe that—in a text, as in advertising—better teaching and 
understanding results from repetition of important points, with a progressively 
advanced treatment exhibited at each successive stage of the presentation of 
the theorem. Granted that there is certain merit in this plan, and the practice 
of the authors well bears out the value of their theory, at the same time, it 
must be admitted that brevity and conciseness of expression is sacrificed. Per- 
haps in an introductory text it may be better to give a slightly padded figure 
of the body, and leave it to the instructor to elaborate and explain more fully 
some of the most important points. 

Nevertheless, one must admit that the style followed is well executed, and 
many students and instructors as well, will be grateful to the authors for their 
careful and clear writing. 

In spite of the formidable bulk, the appearance of the volume and makeup of 
the cover is colorful, attractive, and inviting. It provides skillfully one of the 
essential elements of a beginning text, that of providing an interesting introduc- 
tion to the subject. Readability and interest is maintained all the way through, 
faithfully and dependably. A few expositions could have been more simply pre- 
sented, but not without slighting the importance of the subject, so the more 
comprehensive method seems preferable, at times, as was so conscientiously and 
successfully demonstrated in this admirable achievement, which is the consum- 
mation of many years of study and teaching experience. 

Stetson University WituiaM Brewster, Jr. 


Economics of Business Enterprise. By Leonard A. Doyle. New York: McGraw- 

Hill Book Co., 1952. Pp. xiii, 343. $5.00. 

Professor Doyle states as the aim of his text ‘‘to provide for juniors, seniors, 
and graduate students in business administration a presentation of economic 
analysis in terms of techniques which are or can be used to advantage in actual 
business.” He has attempted to utilize accounting terminology and tools used 
in other business courses to illustrate economic analysis and concepts in value 
theory. An adequate text for this particular purpose and making use of these 
devices is badly needed. Despite the fact that Professor Doyle only partially 
succeeds in meeting the need, his book will probably be widely used. It will 
prove quite valuable to the economic theory teacher as a supplementary text 
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for the material in Chapter Three on the total revenue-total cost approach of 
the break-even graph and in Chapter Nine on the relationship of cost account- 
ing data to the problems of pricing and determination of variable costs. 

Perhaps the greatest weakness of the book as a basic text is its limited ap- 
proach to the contribution economic theory can make in the management of 
business enterprise. Surely it is also important that the businessman understand 
the forces that determine the level of economic activity if he is to make intelli- 
gent decisions on such problems as inventory management or price policy, and 
yet there is no real treatment of business cycle theory or national income analy- 
sis. Only one chapter is devoted to distribution and this deals solely with labor- 
management relations; interest and rent theory are not discussed. Professor 
Doyle recognizes in the preface that his treatment deals almost exclusively with 
cost, price, and output decisions, but expresses the expectation that the omitted 
subject matter will be handled in related courses. Perhaps the assumption is a 
valid one in Stanford, but in many schools of commerce very few students 
majoring in accounting, marketing, or management will take more than one 
course in economic theory at the senior level. Another significant shortcoming 
of the text is its excessive concentration upon institutional aspects of the prob- 
lems rather than upon the theory; the experience of this reviewer has been that 
most business administration students have a relatively adequate understanding 
of the factual and institutional background, but that they do not have the grasp 
of theoretical concepts which will enable them to analyze properly the facts 
they have worked to accumulate. The strength of the book is that it does make 
a conscious effort to tie this factual material to the concepts of economic theory 
rather than to treat economic theory as a thing apart from the study of business 
management. 

The high point of the text is reached in Chapter Nine which deals with “mar- 
ginal analysis and practical business operation.’’ This material should be par- 
ticularly valuable to economists in understanding the nature of the information 
provided by cost accountants which constitutes the basis for many decisions of 
management. Unfortunately, it will be less useful in showing accountants the 
nature of economic theory or the contributions which it can make to business 
management. For example, the reasons for the blurring by accountants of the 
distinction between fixed costs and variable costs which plays so vital a part in 
economic theory are explained in a way that should make economists somewhat 
more sympathetic with accounting practices. But the accountant is less ade- 
quately warned regarding the damage done to intelligent management by assum- 
ing away the changes in variable unit cost through standards based on either 
average or practical capacity. This weakness is magnified by the utilization in 
the remainder of the chapter of break-even charts with the total cost line based 
upon a constant unit variable cost regardless of output levels. In some chapters 
the author does make a slight concession to the theoretical concept of diminish- 
ing returns by giving his cost line an upward curve at the very end, but in Chap- 
ter Nine not even this allowance is made. 

Among the better chapters of the book are the ones dealing with pricing prob- 
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lems of multiproduct firms, price leadership, basing point systems, and price 
discrimination. The utilization of a business viewpoint at times adds freshness 
to the treatment. In Chapter Six the attempt to associate the retail markup 
practice to traditional cost and revenue concepts is admirable, but the utiliza- 
tion of a graph which combines a curve of total cost as a percentage of mer- 
chandise cost with average and marginal revenue also expressed as percentages 
does not appear likely to increase the students’ understanding of imperfections 
in retail competition. There can be little doubt that variations in the customary 
monopoly graphs should be welcomed; we all tend to draw them as Chamberlain 
did twenty years ago; but the departures in this chapter are not likely to prove 
useful. In this same chapter the extreme simplification which treats merchandise 
as the only variable cost provides a useful starting point, but it is never altered 
sufficiently to make the illustration even approach actual conditions of business 
operations. In the latter part of the chapter the author reverts to the, more tra- 
ditional graphs, but the attempt to demonstrate that monopolistic competition 
does not, as indicated by such graphs, result in chronic underutilization of 
capacity in the “sort of dynamic economy in which we actually live” seems to 
depend upon an odd sort of cycle in which the “feast” (prosperity?) depends 
upon “population and income growth” while “famine” (depression?) comes 
“when the new firms capture enough of the market from the old to bring the 
volume below the break-even level.”’ Such a superficial view of business fluctua- 
tions is even more unfortunate since there is at no later point any attempt to 
indicate the real complexities of the problem. 

Anyone examining this text for adoption purposes or assigning it for study 
would be well advised to omit the first two chapters. In the first chapter the 
attempt to explain the complexities of our economy by an extremely artificial 
court room scene is a rather childish approach for a text aimed at the senior- 
graduate level. In the next chapter the elementary treatment of the legal forms 
of business organization and of accounting concepts should be unnecessary for 
the advanced student in business administration. 

Professor Doyle is to be complimented that he has made the attempt to syn- 
thesize the approaches of economic theory and of business administration 
toward their common problems. While some parts of his book are worthwhile 
contributions, as a whole it is not likely that many teachers will find it a com- 
pletely satisfactory text. But then many texts are used which are not perfectly 
satisfactory. 

University of Alabama R. M. Havens 


The Economic Process: Its Principles and Problems. By Raymond T. Bye and 
William W. Hewett. New York: Appleton-Century-Crofts, 1952. Pp. xiii, 
1050. $5.50. 

This book is meant to provide the reading material for an introductory eco- 
nomics course. Bye’s Principles of Economics and Bye and Hewitt’s Applied 
Economics, written several years ago, provided material for two courses, one a 
foundation course, and the other a course designed to apply the principles to 
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problems of policy. Feeling that there were certain disadvantages to postponing 
the discussion of principles application, Bye and Hewitt began the preparation 
of the book under discussion, setting up as their goal the combination of the 
problems of policy with the exposition of theory. 

An effort has been made to deal with three aspects of economics: (1) A de- 
scription of economic institutions; (2) an analysis of economic theories; and (3) 
a consideration of the problems of policy. While these three aspects are not 
sharply separated, a distinction is readily seen. 

The organization of material follows for the most part the usual pattern of 
introductory texts. The book is up to date in the sense that notable new de- 
velopments in economics are given proper consideration. At the end of each 
chapter references are listed and suggestions given for further reading. Here is 
given credit for the development of material presented in the chapter and a 
statement of appraisal by Bye and Hewitt on references is listed. 

There are any number of facts to illustrate the application of principles and 
policies. There is little hesitation on the part of the authors to point out what, 
in their opinions, are bad as well as good features in certain aspects of our econ- 
omy. For instance, in their chapter on the organizatiou of business enterprise, 
some discussion is given to Veblen’s criticism of the production system. 


While Veblen exaggerated the anti-social aspects of American business, and in so doing 
unjustly maligned many thousands of conscientious enterprisers, it is true that there are 
widespread business practices that are not consistent with the general welfare. Through 
persuasive advertising, products are promoted and sold that are of little moral worth, or 


that may even do harm. It is to be doubted whether the enormous increase in the smoking 
of cigarettes that has taken place in the United States, fostered by a vast amount of con- 
spicuous advertising, has really benefited the American people; but it has yielded immense 
profits to tobacco manufacturers.' 


Their material on the Social Aspects of Corporation Finance and the Securities 
Markets is among the best I have found in any introductory textbook, likewise, 
their chapter on Risk, Insurance, and Speculation. Many textbooks do not illus- 
trate too well the practice of hedging. In taking three pages to discuss this they 
leave the student feeling that he has a good understanding of this practice. 

It is not surprising that quite a little space is devoted to monetary problems 
in view of the present inflationary trend in today’s economy. Problems of infla- 
tion, deflation, and cheap money “fallacy” are discussed. However, it seems to 
me that they have missed an excellent opportunity to apply these problems 
more directly to the activities of our present economy in order to get the 
material across. 

A satisfactory discussion of some current banking problems is presented. Some 
of the weaknesses mentioned are (a) the unsatisfactory performance of our bank- 
ing system, (b) confusion of functions, (c) confusion of public with private 
banking, (d) loss of control over the credit markets, and (e) the influence of the 
federal treasury in banking. 
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John Maynard Keynes and his macro-economics are introduced in their chap- 
ter on the Level of Income and Employment. They further show the Keynesian 
influence in their material on interest. Keynes’ theories of liquidity preference, 
hoarding and dishoarding, along with his transactions motives, precautionary 
motives, and speculative motives, are presented as part of the theory of interest. 

One chapter not found in many other textbooks deals with the problem of 
inequality and the personal distribution of income. Obviously quite a little re- 
search has gone into the obtaining of figures for their study. Due credit is given 
to their sources of information. A program for a more desirable division of in- 
come is suggested which includes (a) the guaranteed minimum and the develop- 
ment of talent, (b) the principle of incentive and the criteria of earned income, 
and (c) the principle of social surplus—surplus income should be used for pur- 
poses that will contribute to the common welfare. 

Their chapter on /nternational Economic Policies brings us up to date on the 
progress being made toward a resumption of freer world trade and a more pros- 
perous world economy. They point out and discuss America’s contribution to- 
ward the reconstruction of Europe by means of lend-lease, UNNRA, the Marshall 
Plan, and the Truman Point 4 program. 

In their study of labor organization, they follow closely the pattern of other 
economics texts, although theirs seems to be a more philosophical approach to 
the whole labor-capital problem. 

In discussing social security, they not only cover very well the current prac- 
tices, but they also suggest further improvements. They point out the changing 
attitude of economists toward the roll of government in the economy—that 
greater control by the government both through direct regulation and through 
its own spending is necessary and desirable. 

The usual pattern is followed in the discussion of socialism and communism. 
A final chapter, however, deals with the prospects for capitalism and expresses 
a little different note than is found in most introductory books. The prophecies 
of Karl Marx, Nicolai Lenin, Joseph Schumpeter, the Classical School, and J. 
M. Keynes are given. They close by giving several good suggestions as to how 
general economic planning could be compatible with capitalism. They confess 
that such reforms “constitute a long program, evolutionary in character.’ 

It seems to me that much has been accomplished toward writing a book cover- 
ing adequately both principles and applications. Undoubtedly there are many 
others who have felt the same as the authors, that there has been a need for 
combining the foundation course with the applied. 

Southern Missionary College Georce T. 


Atomic Power: An Economic and Social Analysis. By Walter Isard and Vincent 
Whitney. New York: Blakiston Co., 1952. Pp. x, 235. $4.75. 
The purpose of this book is to heighten the understanding of and to stimulate 
questions and answers on the effect of Atomic Power on Location of Industry 
and on the Economic Development of Backward and Advanced Areas. Stated 
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thusly, the objective is broad; and because data on costs of Atomic Power are 
not available, except in conjectural form, analysis of the economic impact of 
Atomic Power must be founded completely upon a deductive framework. 

The methodology, which is thus inherent to the objective of this book, makes 
the task of the authors a most difficult one. Certainly the myriad of assumptions 
available to the writers leaves room for selective error and concomitantly debat- 
able conclusions. In fact, my only concern arises in regard to the postulate which 
forms the locational part of their analytical system that deals with industrial 
location. 

To our authors, the answer to the question, How can the effect of Atomic Power 
on Location of Industry and on the Development of an Economy be analyzed, ap- 
peared to lie in emphasizing that critical cost to which atomic power would have 
to fall in order to be used effectively in complement with and/or substitute for 
present day types of power. Clearly, such level of cost of power would (a) cause 
relocation of certain industries, (b) not affect others materially, (c) advance the 
economy of one country slightly, and (d) perhaps be of material benefit to an- 
other. In analyzing the several types of cases, advantage would be gained by 
classifying (1) industries according to the degree of importance of fuel costs on 
location, and (2) countries according to their stage of economic development. 
If, in investigating these problems, the sociological (cultural) resistances to 
Atomic Power are appraised, in addition to the economic implications of low 
cost power, a well rounded treatise appears. Certainly the authors achieved this 
rounding, and the genius of their handling will be patent to those who read the 
book. 

In their analysis of the locational impacts of atomic power, the authors, how- 
ever, appear to have oversimplified the problem. At no place in the text is the 
reader made fully aware of the possibility that location of industry may be due 
to factors other than cost. For example, the basing point system of pricing and 
its effect on location is not mentioned in the discussions of the cement industry 
and the iron and steel industry. The importance of time-of-delivery, contact 
advantages, and convenience (or accessibility) of locations, are assigned, by 
definition, to the transfer cost factor. And finally, the locational interdependence 
of firms is disregarded. 

There is little doubt that appraisal in terms not only of cost but also demand 
factors (such as, locational interdependence-price practices, shape of the mar- 
ginal curves, etc.) would be almost insuperable. Indeed to the extent that the 
authors want to direct their attention to the impact of atomic power on indus- 
trial development, such appraisal would not be vital. But, if penetrating insight 
into the locational effects of atomic power on specific industries is to be gained, 
predicating the analysis on such statement as: “If production costs are assumed 
alike for all commodities at all sites, the problem of location is reduced to that 
of finding the site involving the least transfer costs,’”’ constitutes a rather severe 
abstraction; it involves selection of a basic assumption of location factors which 
lacks generic scope. 

While this belief of complaint detracts somewhat, in my mind, from part of 
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the book, the postulated in-lineness with the preponderant mass of textual litera- 
ture on plant location (and with the Cowles Commission study on the Economic 
Aspects of Atomic Power) offers salve. Most assuredly, the extremely fine way in 
which the broader problem was handled offers proof of stimulation, and to which 
end the following brief outline points. 

In Chapter One, certain technical aspects of nuclear energy are discussed. The 
masterful handling of this chapter provides the reader with valuable insight into 
Atomic Power. 

In Chapter Two, conjectures of costs of atomic power are made. References 
are made to other studies, and the authors advance freely and sell their own 
expectations. 

The third chapter cites location factors and establishes framework for the 
text. Significantly, it points out the fact that the belief of equal costs of Atomic 
Power at all places is in violent disregard of existing differences in capital costs. 

Chapter Four establishes classification of industries according to Power Con- 
sumption, and attempts to appraise the impact of low levels of Atomic Power 
Costs on these differently classified industries. From time to time, in this chap- 
ter and later ones, I was struck by the different assumptions that were brought 
into play by the authors (such as, at one place, assumed equality in atomic 
power costs everywhere, and, at another place, assumed divergence therein); 
but, these methodological switches serve well to emphasize (1) the compendious 
task that was undertaken by the writers, (2) the several locational possibilities 
that may exist if and when atomic power becomes economically feasible, and 
(3) the purely conjectural state in which we find ourselves. 

Chapters Five and Six investigate the Iron and Steel Industry and the Alumi- 
num Industry, with basic inquiry into the locational impact thereon of atomic 
power. Analyses and conclusions are reminiscent of those obtained in the Cowles 
Commission study. 

Chapter Seven explores the impact of cultural resistances on the possible use 
of atomic power. This chapter lays cornerstone to Chapters Eight and Nine, 

which deal with the effect of atomic power on the Economic Development of 
Diverse Countries. 

Chapter Ten uses Brazil as a case study for further conjectures on the im- 
pact of Atomic Power on Undeveloped Countries. The treatment of capital costs 
and cultural resistances leads to conclusions which are in some contrast with 
those derived for the Cowles Commission. 

The eleventh and final chapter summarizes and concludes the study. It em- 
phasizes the following thoughts: One, introduction of Atomic Power, in the 
commercially usable sense, may worsen the relative position of Undeveloped 
Areas rather than improve it. Several bases exist for this deduction; (a) higher 
capital costs in undeveloped areas; (b) economies of scale in use of atomic power 
that will be gained in industrialized areas; (c) specialized skills in industrialized 

countries; (d) the greater probability of subsidization, and the smaller degree of 
cultural resistance to atomic power in industrialized countries. Two, the authors 
suggest that Soviet Russia (among industrialized nations) will gain most from 
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Atomic Power because of its growing population, its expanding market, its rela- 
tively immature economy, its labor mobility, and other like factors. 

In retrospect, I heartily recommend this book to all. In my view, oversimpli- 
fication of the basic assumption of location factors limits the validity of the 
analysis on this phase (locational) of the problem. To the extent that this com- 
plaint is valid, it is, nevertheless, of no effect on the authors’ excellent appraisal 
of the impact of Atomic Power on Industrialized and Undeveloped Areas, and 
this appraisal is, in many respects, a step forward from earlier deductions. 
Finally, I want to note that this book indicates the value of joint efforts by 
economists and sociologists. 

Mississippi State College Me vin L. GREENHUT 


STATE REPORTS 


ALABAMA 


In the third quarter of 1952 Alabama business activity experienced a dip 
attributable to the steel strike of June and July. Evidence of the dip is found 
in the fact that Alabama industrial activity in July and August was 28 per cent 
below the level of a year ago, and 7 per cent below the third quarter level. In 
the United States as a whole during July and August the index of activity com- 
puted by the Board of Governors of the Federal Reserve System was only 5 
per cent below the level recorded a year ago. The difference between the Ala- 
bama and United States figures is attributable to the relatively greater impor- 
tance of steel production in Alabama and to a difference in weighting in the 
computation of the indices. In Alabama, third quarter steel ingot production 
was 31 per cent below the level recorded a year ago, but 23 per cent above the 
second quarter. In the United States, the recovery in steel ingot production was 
less rapid and complete. 

Contract construction awards in Alabama during July and August were over 
50 per cent above the level of the third quarter and the year-ago figure. While 
contract construction awards in thirty-seven Southern and Eastern States dur- 
ing July and August were up 11.5 per cent above the level of a year ago, they 
fell short of the third quarter figure by 5 per cent. 

In both Alabama and the United States employment was affected little by 
the steel strike. (A striker is not counted as “unemployed’’!) In consequence, 
Alabama non-agricultural employment during July and August was about the 
same as in the third quarter and up .7 of 1 per cent above the level recorded a 
year ago. Non-agricultural employment in the United States during July was 
roughly 1 per cent below the third quarter and the year-ago figures. 

As usual, prices continue to edge upwards, with the Consumer Price Index for 
Birmingham up nearly 2 per cent during July and August from the second quarter 
and 4 per cent from the corresponding level, a year ago. The corresponding 
increases for the United States were smaller, being about 1 per cent and 3 per 
cent, respectively. Prices received by Alabama farmers in the third quarter were 
.7 of 1 per cent below the second quarter figures, but 4 per cent above the figures 
a year ago. 

An interesting study has been released by the Department of Commerce on 
income payments in the several states. The figures indicate that the “‘South- 
east,’’ which here denominates the Southern states, has showed a far larger per- 
centage increase in per-capita and total income than all forty-eight since 1929. 
In fact, per-capita income payments in the United States have increased 133 
per cent since 1929, while in the “Southeastern” states they increased 212 per 
cent, and in Alabama 211 per cent. Total income payments in the United States 
increased 194 per cent and in the “Southeast” and Alabama, 296 per cent and 
260 per cent, respectively, during the twenty-three year period. The burden of 
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these figures is that the South has advanced relatively to the nation in the past 
two decades. Alabarna has maintained her position in per-capita income rela- 
tively to the South over the period. Nevertheless, in 1951 per-capita income 
payments in Alabama were only $950, which compares with $1075 for the 
“Southeast,” and $1584 for the United States. In the “Southeast”? (which in- 
cludes both Virginia and Florida) Alabama exceeds only Mississippi and Arkan- 
sas in per-capita income payments. 
University of Alabama JoHN HENDERSON 


FLORIDA 


Retail sales of goods and services in Florida in 1948 were higher than in any 
other Southern state on a per capita basis, according to a University of Florida 
study based on recently released Bureau of Census data. The state’s per capita 
income was $1081 compared with $1385 for the entire United States: however, 
per capita receipts by retail establishments were 5 per cent above the national 
average. This is due primarily to the magnitude of the Florida tourist trade since 
visitors swell the sales volume without being counted in the state’s population. 

Wholesale trade per capita in Florida was, however, only about three-fifths 
of the national average. Further, the growth in this activity between 1939 and 
1948 failed to keep pace with the growth of other business. The explanation 
probably lies largely in the peninsular nature of the state which is unfavorable 
to large scale wholesaling because it greatly restricts the directions in which 
goods can be shipped to markets. 

Despite the arrival of the motel age, Florida’s hotels in 1948 had four and 
one-half times as many rooms, 8 times the receipts, and 18 times as many em- 
ployees as the tourist courts. Motel construction since 1948 has probably re- 
duced this discrepancy, however. The typical tourist court brings few jobs to 
the neighborhood because of the work performed by owners and their families 
and by tourists themselves. 

A recent survey by the Florida State Improvement Commission has disclosed 
several fields in which opportunities for new enterprise in the state appear prom- 
ising. Beef processing and leather tanning facilities have failed to keep pace 
with the expansion of the cattle industry. The latter would open the way for 
shoe manufacturing, particularly along resort style lines, with a view to match- 
ing the success of the apparel industry established during the past decade in 
Miami. 

Among other opportunities which appear promising is the establishment of 
brick production in peninsular Florida. No such plant now exists, but suitable 
clay deposits have recently been discovered. Sand lime brick could probably be 
produced economically in southern Florida if additional lime plants were built 
in the state. Florida now has only one lime mill and imports about 90 per cent 
of its requirements from other states. 

Furniture manufacturing in Florida exceeds $10 million annually. An impor- 
tant stimulus has come from sales to Latin America due to the transportation 
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advantage compared with inland locations. Further expansion of the industry, 
especially in non-upholstered lines, appears to be in prospect. 

Florida State University R. 


GEORGIA 


After allowance for the inflated dollar, citizens of Atlanta paid no more in 
city taxes in 1950 than they did in 1942, according to a study prepared by Dr. 
Ernst W. Swanson, of Emory University, for the Atlanta League of Women 
Voters. Atlantians paid the same amount, $2.38 per $100 of income, in both 
years. The findings on city taxes alone hold true for combined Atlanta and state 
taxes. The per capita amount paid in city and state taxes for both 1942 and 
1950 was $4.91 out of every $100. There was a significant increase, however, 
where city, state and Fulton taxes are considered. In 1942, an Atlanta taxpayer 
paid out $6.73 of every $100 of income to all three governments; by 1950 this 
grew to $7.85 of every $100, or nearly 8 per cent of income. 

Dr. Swanson’s study also compared Atlanta’s tax situation with that of six 
other cities: Birmingham, Columbus (Ohio), Louisville, Memphis, Rochester 
and San Diego. After adjustment for the decline in the value of the dollar, 
Atlanta’s “real” city revenue, including both taxes and other revenue receipts, 
rose $2,200,000 in the period covered. Tax collections alone, similarly adjusted, 
decreased $446,000 in Atlanta. There was a decrease in four other cities. Louis- 
ville, on the other hand, had a $1,511,000 increase. In property tax rates, At- 
lanta was below the average of the other six cities. In 1950 the rate for Atlanta 
was $16.50 per $1,000, while the weighted average for all seven cities was $20.43. 

Georgia again ranked first among the southern states in the production of 
pulpwood for 1951, according to U. S. Forestry Service figures. Receipts of 
domestic pulpwood at all mills in the United States in 1951 totaled 25,123,000 
cords, of which the South furnished 14,061,100 cords, or 56 per cent of the total. 
Georgia, with 2,370,000 cords, accounted for 17 per cent of the South’s and 9 
per cent of the Nation’s cut for that year. Georgia also led the South in 1950 
with 2,221,300 cords. Pulpwood was produced in 153 of the 159 counties of 
Georgia. In addition to its prominence as a pulpwood producer, Georgia also is 
one of the leaders in the pulp and paper manufacturing field, with twelve pulp 
and paper mills in operation in the state and four additional plants currently 
under construction. 

Tobacco sales for the 1952 season at the 19 markets in south Georgia brought 
growers $70,106,303 for 142,907,011 pounds of bright leaf tobacco, according to 
the final report of sales of the Georgia Department of Agriculture. The money 
income compares closely with $70,859,761 paid for 155,033,010 pounds in 1951. 
The 1952 crop brought an average price of 49.06 cents per pound, however, as 
compared with an average price in 1951 of 45.70 cents. Of the total sold on the 
Georgia market, 10,693,177 pounds were grown in other states. 

The official opening in November, 1952, of the Georgia Ports Authority docks 
at Savannah, Georgia’s first state docks, marks a major step in efforts to increase 
the importance of Georgia’s ports. Improvements in shipping facilities also have 
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been made recently and are continuing at Brunswick, and solicitation of freight 
is being intensified. The percentage of total United States exports and imports 
moving through Savannah, which in 1905 ranked fifth in the value of shipping 
handled by Atlantic ports, had, by 1950, dropped more than at any other South 
Atlantic port. The new State docks are located at the former Quartermaster 
Depot, which was purchased by the Georgia Port Authority for $808,100. Bonds 
for improvement in the amount of $5,500,000 have been issued by the Authority. 
Emory University ALBERT GRIFFIN 


KENTUCKY 


Severe and sustained drought conditions prevailed throughout the entire 
growing season over much of the state, but more especially over the western 
half. Corn and small grains, hay, and pastures were hard hit, but tobacco came 
through remarkably we | (after all, it is a weed). The United States Department 
of Agriculture’s tobacco branch has estimated total burley production for the 
1952 season at 606,000,000 pounds. Kentucky’s share will probably fall slightly 
under that of last year because of the lack of rain. The support price of $49.50 
per hundred pounds is the second highest ever set, only thirty cents under that 
of the 1951 crop. Minimum grade-by-grade prices are established for the ap- 
proximately 125 classifications into which the tobacco is graded before being 
sold. 

In the school year 1952-53 the state will support primary and secondary 
public school education at the rate of $38.41 for each child in the six to eighteen 
year age group. This is only one cent higher than the per capita aid of last year. 
Twenty years ago the per capita was $7. Ten years ago it was $17.69, and five 
years ago it was $30.05. 

The efforts of the state Department of Revenue to expand its income tax 
rolls is showing satisfactory results. The number of Kentuckians paying in- — 
dividual income taxes for 1951 increased by 49,838 over 1950. A total of 264,707 
individuals, or 89.9 persons per 1000 population, filed returns for that year. 
They paid an average of $47.17. These data do not include returns by non-resi- 
dents who earn money in Kentucky. Jefferson County, of which Louisville is the 
county seat, led the state with 93,202 persons making returns. Total collections 
to June 30 were $12,545,149, compared with $10,914,125 for the previous year, 
an increase of almost fifteen per cent. 

Jobless-pay benefits reached a record monthly high of $1,846,368 in Kentucky 
during August. These payments reflected the heavy claims load for July. The 
average payment for a week of total unemployment reached a peak of $21.39 
during August. New claims for payment in August dropped to 7,969, down 61 
per cent from the 20,465 filed during July. 

University of Kentucky RopMan SULLIVAN 


LOUISIANA 


The newly elected governor followed through with his campaign promises in 
the 1952 leyislative session by reducing taxes on gasoline and increasing personal 
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exemptions from state income taxes. Gasoline taxes were reduced 2¢ per gallon 
(from 9¢ to 7¢), and the personal exemptions from state income taxes were 
doubled (from $2,500 to $5,000 for married persons). In spite of these tax reduc- 
tions, state appropriations for the 1952-54 biennium were at an all-time high. 
Appropriations from state funds for 1952-54 amounted to $531,635,528 as com- 
pared to $477,326,897 for the 1950-52 period. The total state budget from all 
sources (including federal grants) increased from $627,206,387 for 1950-52 to 
$725,688,949 for the 1952-54 period. 

The monthly index of Louisiana Business Activity (as prepared by the Divi- 
sion of Research, College of Commerce, Louisiana State University) for August 
stood at 251 (1937-39 = 100). Except for very minor declines, this level was 
reached by a steady climb from the August, 1951 level of 233. Of the com- 
ponents in this composite index, the most significant gains were shown in indus- 
trial electric power consumption and payrolls. Other indicators such as bank 
debits and freight carloadings showed no significant gains from their 1951 level. 
Although economic activity expanded during the year, benefit payments under 
unemployment compensation laws in August, 1952, were about 4% above the 
August, 1951, payments. Sales tax collections for August were 7.6% above the 
level for the previous year, while total state tax collections exceeded the 1951 
collections by approximately 3%. Total bank debits in Louisiana’s sixteen largest 
cities exceeded the August, 1951, level by 4%, while total bank deposits increased 
6.5%. Three of the sixteen cities recorded declines from the previous year in 
bank debits, but all showed gains in bank deposits (one city increased 23%). 
During the three months ending September 1, 1952, 209 new corporate charters 
were issued in the state with authorized capital of $8,701,000; for the same 
three months in 1951, 174 new charters authorizing $7,470,000 had been issued. 
Fewer corporations representing less capital were dissolved in this period in 
1952 than had been the case in 1951. The indicators for building constructions 
showed conflicting trends in this segment of the state’s economic life. Building 
permits issued decreased from the 1951 level, but the value of building contracts 
awarded in the late summer months of 1952 was above the 1951 awards. 
Louisiana State University W. H. Baucun 


NORTH CAROLINA 


A quarter of a century ago North Carolina had already established herself as 
the leading manufacturing state of the Southeast. So far as trade and finance 
were concerned, however, she remained dependent upon outside centers. Rich- 
mond on the north and Atlanta on the south were the important adjacent cities 
through which she bought goods, and the banks of those cities greatly over- 
shadowed any of which she could boast. The 1930’s and 1940’s witnessed the 
rise of a great new independent trade area in the Carolinas. This area centers 
in Charlotte, which, although still a small city of only 133,000 was doing in the 
late 1940’s a volume of wholesale trade 55 per cent in excess of that of Rich- 
mond and almost half that of Atlanta. 

Finance has closely followed the growth of trade. At the end of 1933, when 
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the country’s banking system was just getting back on its feet after the great 
debacle, the deposits other than interbank of North Carolina banks were less 
than 4 of 1 per cent of those of the nation. They were 45 per cent below those 
of Virginia banks and 20 per cent below those of Georgia banks. 

Eighteen years later, at the end of 1951, they were only 8 per cent below the 
deposits of Virginia banks and were 5 per cent above those of Georgia banks. 
The factors of growth in deposits over this period were as follows: 


United States banks 
North Carolina banks 
Virginia 


All these states were improving their positions in the national economy during 
this period, and North Carolina’s tremendous growth did not, owing to the low 
level from which it began and the state’s larger population, put her by 1951 
upon an equal per capita level of bank deposits with Virginia and Georgia. The 
following figures show the percentage of bank deposits other than interbank in 
the nation that were held in the banks of these states in 1933 and in 1951. 


| 


North Carolina 1.08 
Virginia 1.17 


.618 1.02 


The possession of liquid capital is by no means the sale criterion of economic 
well-being. It does, however, indicate the extent to which a region is able to 
provide for the financial requirements of its trade. That the Carolinas, and 
North Carolina in particular, now constitute a trade area with its own adequate 
financial institutions seems quite clear. This conclusion is supported by the facts 
with regards to the volume of correspondent banking business being done by 
North Carolina banks. At the end of 1951 North Carolina banks held 1.80 per 
cent of all interbank deposits in the country, although they held only 1.08 per 
cent of all other deposits. Approximate volumes of interbank deposits by states 
were as follows: 


North Carolina 
Virginia 


Of the fifty banks holding the largest amounts of interbank deposits in the 
United States two are in North Carolina. One of the two, ranking 32nd in the 
nation, has its entire business in Charlotte. The other, ranking 44th, has offices 
in six North Carolina cities including Charlotte. Among the fifty banks are two 
in Atlanta, ranking 33rd and 36th and one in Richmond, ranking 49th. 

Dawidson College C. K. Brown 
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SOUTH CAROLINA 


According to the South Carolina Department of Labor, the textile industry 
produces almost three fourths (72.1 per cent) of the State’s industrial products. 
It pays 75.9 per cent of all wages, and has 49.8 per cent of all capital invest- 
ment in industry. 

The textile industry in South Carolina includes 299 mills with a capital in- 
vestment of 431.6 million dollars and an annual output valued at 1.6 billion 
dollars. These plants employ 130,838 workers and have an annual payroll of 346 
million dollars. These 299 mills operate 5.9 million spindles and consume 2.2 
million bales of cotton annually. 

South Carolina textile mills consume almost three times as much cotton as is 
produced within the state. In 1951, South Carolina produced 871 thousand 
bales of cotton, or 39.6 per cent as much as processed by its mills. 

The post-war development of new mills in South Carolina has departed radi- 
cally from the old fashioned multi-story, multi-window factories built prior to 
1945. The new plants are usually of one-story, windowless, air conditioned, and 
with tiled interiors. 

Wages of textile workers have almost quadrupled since 1937. Average daily 
wages of South Carolina textile plants in 1937 was $2.94 and $9.58 in 1951. 
The annual income of textile workers increased from $756.05 in 1937 to $2,645.27 
in 1951. These figures do not include salaried employees. 

The South Carolina Commissioner of Labor reports that during the fiscal year 
ending June 30, 1951 fewer man-hours of employment were lost due to labor 
disputes than was true of any other industrial state in the union. Continuation 
of the present trend indicates that South Carolina will have even fewer man- 
hours lost in 1952. 

South Carolina plants produce almost all kinds of textile products, cottons, 
woolens, hair, and a vast array of synthetic and combinations of synthetic and 
natural fibers. A few of the trade names for textile fabrics unheard of a few 
years ago are: Millium, cuenella, orlon, vincinette, amoretta, acrilon, shantung, 
dacron and fiberglas. 

A relatively newcomer to the textile field is fibrous glass. It is especially useful 
as an insulating material against electricity, heat, sound and as a reinforcement 
for plastics, as well as many consumer products such as drapes, slipcovers, etc. 

Several of the large textile companies have research laboratories in South 
Carolina for the development of new techniques. In cotton alone, research in- 
vestment, public and private, amounts to some 12 million dollars a year. Many 
millions more are spent on research programs of man-made fiber materials and 
processes. 

At one time there was fierce competition between the fiber products. There 
were sharp battles between cotton, wool and synthetic fibers. Each attacked the 
other and sought to displace it in trade. In recent years the lines of usage have 
blurred because of the practices of blending fibers. The attack by any one group 
tends to boomerang against the attacker because of their joint use. It is widely 
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recognized now that no one fiber has all of the good qualities. All fibers have 
honored places in the giant textile industry in South Carolina. 
Clemson College James F. Mies 


TENNESSEE 


The Tennessee economic climate continues to be favorable for those launching 
new business ventures, as indicated by the trend in new company formations 
this year. Industrial expansion too has been high although it has not kept pace 
with the record-breaking growth achieved during 1951. More than $2614 million 
have been expended or committed through the first half of 1952 for 40 new 
industrial enterprises and 28 expansions by plants already operating in the 
State. 

The total for the first six months of 1951 was $28 million. The 66 projects 
announced throughout the State compare with 88 projects announced during 
the comparabie period in the previous year. Of these, 57 were new plants and 
29 were expansions. The best single explanation of the slight decrease is that 
the first half of 1951 was a busy time of gearing for defense activity. This spurt 
has largely leveled off now. The new industries involve a total investment of 
almost $12 million and the expansions represent over $1414 million. More than 
one-third of the new plant involves individual investments of $25,000 or less. 

These new industrial operations and expansions will provide approximately 
4,200 new jobs to Tennesseans. The announced new plants are widely distributed 
among the state’s three major divisions, with 15 each locating in East and 
Middle Tennessee and 10 in the western part. Industrial growth, either in new 
plants or expansions, was reported from 35 different cities and towns. Of these, 
at least 27 have at least one new industry. 

The South experienced a three-month drought during the summer and its 
total cost to farmers will exceed a billion dollars. Tennessee was exceedingly 
hard hit. Despite this and the fact that the sales prices of some products have 
declined, Tennessee farmers are headed for another half-billion dollar year in 
cash receipts. In 1951, they received a total of $515,883,000 from farm opera- 
tions. This was a sizable increase over the 1950 estimated farm cash income for 
the state which was $427,749,000. The drought generally had little immediate 
effect on industry, employment, and retail trade within the State. The long-run 
effects, particularly on pastures and on the trend toward diversification, will be 
much more serious and soil conservation experts fear that it “may take 10 
years”’ to recover from the three-month drought. 

Certain Tennessee crops suffered more than others despite Government emer- 
gency action. For this reason their producers will suffer great income losses. 
Among the speciality crops, it is estimated that the Tennessee 1952 honey crop 
will be about one-half as much as the 1951 crop because of the drought. In 1951 
bee-keepers in the state produced 4,676,000 pounds, which was valued at 
$1,347,000. The beeswax brought in $21,000 in addition. The livestock industry 
will be the hardest hit among the major agricultural products. The dollar volume 
may not be down so much for the year as the farmers rushed their livestock to 
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the stockyards because of the parched pastures. However, this may well affect 
the production of cattle in the fourth quarter of 1952 and the first half of 1953. 

Financially, Tennessee continues to prosper. Revenue collections from all 
sources show increases from the previous year. Tennessee ended the 1951-52 
fiscal year with an accumulated general fund surplus estimated at approximately 
$17,560,267. The surplus in the sinking fund stood at $7,835,516 after meeting 
obligations on the debt retirement fund. There is also a surplus as of June 30 of 
$3,787,779 in the highway department. The 1951 legislature authorized an ap- 
propriation of $10,000,000 from the general fund surplus to continue the ad- 
ministration’s rural roads program during the second biennium. Under this 
program, Tennessee’s rural roads have reached the 4,843 mile mark—already 
built or contracted for by the end of July. 

Thus Tennessee is keeping apace with the business expansion that has taken 
place in the State since the end of World War II. Availability of markets has 
been the key to the localization of new plants in the State. The rising standard 
of living of Tennesseans, indeed of the people of the entire Southern area, has 
opened up markets which formerly were non-existent. 

George Peabody College for Teachers James E. Warp 


VIRGINIA 


Latest available statistics indicate improvement in general business conditions 
in Virginia as compared with a year ago. The pattern follows that of the Fifth 
Federal Reserve District in which the evidences of a substantially better business 
outlook for the short-term ahead are 1) an increase in the announced construc- 
tion of military facilities, 2) a recovery in the bituminous coal industry,' 3) a 
higher level of shipments in the rayon industry, 4) a new high level in retail 
furniture sales, and 5) a rise in business loans of the banks. One of the most 
encouraging signs has been the sharp upward trend in department store sales 
during the past few months. About a year ago, department store sales com- 
pleted one of the most amazing readjustments on record. It took the form of 
inventory reduction for the purpose of bringing stocks back into line with a 
more normal level of sales. The trend has now been reversed, and sales are 
showing a substantial increase. Department store sales executives in recent 
months have been building up inventories because 1) the average store has 
enough liquid cash to finance its inventory needs, 2) rising prices of raw mate- 
rials will make them pay more later, and 3) bright sales prospects lie ahead. 
This upward trend in retail sales is sparked mainly by women’s clothing which 
is a carry-over from the summer months when the televised political conven- 
tions and the torrid weather kept people out of the market. The agricultural 
picture also remains bright. While the outlook for the major crops appears to 
be below last year, prices are adjusting at levels which give farmers approxi- 
mately the same net income as last year. 


1 At the time this is written the industry is threatened with a strike because of the 
refusal of the Wage Stabilization Board to approve the increase agreed upon by the in- 
dustry. 
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Virginia’s fiscal condition remains sound in spite of heavy pressures. Accord- 
ing to the report of the Comptroller for the fiscal year ending June 30, 1952, 
total expenditures amounted to $362 million as against total revenues of $359 
million, or an apparent deficit of $3 million. If only the General Fund be con- 
sidered—the fund from which the state pays its own costs—total revenues into 
the fund amounted to $121 million and total expenditures out of the fund were 
$134, an excess of $13 million. This was due to certain amounts spent from the 
unappropriated surplus for education. The unappropriated surplus at the be- 
ginning of the year was $72 million, and at the end of the year $59 million. The 
most significant decrease in revenues was from the income tax both individual 
and corporate which amounted to about $3 million. There were sharp increases 
in the motor vehicle fuel tax, payroll taxes, and taxes on public utilities. Liquor 
sales increased from $89 million in 1951 to $101 million in 1952. Of the total 
$362 million expenditures, $265 or 66 per cent went for four functions as fol- 
lows: highways, $76 million; ABC Board, $82 million; education, $89 million; 
and welfare, $18 million. An analysis of the state’s debt structure shows that 
the gross debt as of June 30, 1952, was $12 million against which there was an 
accumulation in the sinking fund of $9 million, leaving a net debt of $3 million. 
The sinking fund investment account is set up so that the accumulations will 
wipe out the entire debt by time of its maturity. 

University of Richmond Herman P. THomas 


PERSONNEL NOTES 


Hobart Adams has been appointed instructor in business at Delta State 
Teachers College. 

Robert S. Adden, assistant professor of business administration at The Citadel, 
is on leave for one year of graduate work at the University of North Carolina, 
where he has been appointed a part-time instructor in accounting. 

Deck W. Andrews, of Wofford College, received his MSBA degree from the 
University of Georgia in June 1952. 

Charles P. Anson, of Alabama Polytechnic Institute, attended the General 
Motors Educators Conference at Detroit in August. 

Kar! E. Ashburn, formerly head of the Department of Economics at Western 
Kentucky State College, has become head of the Department of Commerce at 
McNeese State College. 

L. M. Bauknight was promoted to associate professor of agricultural eco- 
nomics at Clemson College in July. 

E. V. Bowden has been appointed assistant instructor at Duke University. 

V. A. Boyd was promoted to associate professor of rural sociology at Clem- 
son College in July. 

Royall Brandis, instructor in economics, Duke University, has resigned to 
accept a position as assistant professor of economics, University of Illinois. 

Don 8. Bunch has returned to The Citadel as assistant professor of business 
administration after two years in graduate school and in business. 

Allan Cartter, of Yale University, has been appointed assistant professor of 
economics and research associate at Duke University. ’ 

Robert G. Collins has been appointed instructor in marketing at the Univer- 
sity of Alabama. 

Robert T. Collins has resigned his position at Kansas City University to 
accept an assistant professorship in economics at Alabama Polytechnic Institute. 

Charles E. Crouch has been promoted to professor of accounting and business 
administration at Vanderbilt University. 

Sherman F. Dallas has been appointed assistant professor of industrial man- 
agement at the Georgia Institute of Technology. 

Robert L. Dickens has been promoted to assistant professor of accounting at 
Duke University. 

W. H. Endy has been appointed an instructor in accounting at Louisiana 
State University. 

Daniel Evertsz has resigned as instructor in business administration at 
Southern University. i 

George Fair, after a year’s leave of absence to continue graduate work, is 
again an instructor in accounting at Louisiana State University. 

Rashi Fein has received an appointment as lecturer in economics in the 
School of Business Administration and research associate in the Program Plan- 
ning Section of the Division of Health Affairs at the University of North Caro- 
lina. 
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Dan I. Fellers, formerly an instructor in accounting at Louisiana State Uni- 
versity, is now a member of the staff at Southwestern Louisiana College. 

William C. Flewellen is absent on leave from the University of Alabama to 
work on his doctorate at Columbia University. 

William A. Flinn, of the School of Industrial Management, Georgia Institute 
of Technology, is on leave of absence to complete work for the doctorate at 
Ohio State University. 

Elton Franklin, formerly at the University of Alabama, has been appointed 
instructor of economics on extension at Mississippi Southern College. 

James D. George has been appointed instructor in economics at Southern 
University. 

C. M. Gittinger, who studied at New York University during the spring and 
summer terms of 1952, has resumed his teaching of marketing and merchandising 
at the University of South Carolina. 

Vance Gray has been appointed instructor in business administration at 
Southern University. 

Melvin L. Greenhut, formerly with Alabama Polytechnic Institute and more 
recently with the Birmingham District Office of Price Stabilization, has been 
appointed associate professor of economics at Mississippi State College. 

J. W. Griffin, who resigned to complete his doctorate at Indiana University, 
has been reappointed assistant professor of industrial management at the Georgia 
Institute of Technology. 

D. H. Guyton is now instructor in accounting at Blue Mountain College. 

R. M. Havens has returned to the University of Alabama after a year’s leave 
of absence during which he served with the Economic Cooperation Administra- 
tion in Washington. 

Harold J. Heck, professor of business administration of Tulane University, is 
on a year’s leave of absence to teach in Japan under a Fulbright Fellowship. 

Dolores Henderson has been appointed instructor in business administration 
at Southern University. 

A. J. Hill has been promoted to associate professor of accounting at Alabama 
Polytechnic Institute. 

Lewis E. Hill, assistant professor of economics at Furman University, is on 
leave of absence to do further graduate study at the University of Texas. 

John D. Holmes has resigned as instructor in economics at Southern Uni- 
versity. 

James E. Ingram is serving as acting assistant professor of economics at the 
University of North Carolina. 

Harlan C. Johnson has been appointed instructor in business administration 
at Southern University. 

John Kennedy, of Alabama Polytechnic Institute, attended the General 
Motors Educators Conference at Detroit in August. 

Robert Kvam, formerly at the University of Colorado, has been appointed 
instructor in accounting at Louisiana State University. 

J. C. Lassiter, M.B.A. from Harvard University, is serving as instructor in 
economics at Guilford College during the current academic year. 
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Henry A. Leslie has returned to the University of Alabama after a year’s 
service with the Office of Price Stabilization. 

Roy Allen Lieurance, formerly area supervisor for adult education for the 
Mississippi State Department of Education, is now teaching economics at 
Mississippi State College for Women. 

John H. MacKay has been appointed a part-time instructor in accounting at 
the University of North Carolina. 

George E. Maddox, assistant professor of industrial management at Georgia 
Institute of Technology, has returned from active duty with the Army. 

L. D. Malphrus was promoted to associate agricultural economist at Clemson 
College in July. 

Jesse W. Markham has been promoted to associate professor of economics at 
Vanderbilt University. 

Robert L. Martin, professor of social science at Middle Tennessee State Col- 
lege, has been recalled to active duty by the Navy. 

Thomas B. Martin has returned to his position as head of the Department of 
Business at Delta State Teachers College, after being on leave to do graduate 
study. 

William M. Merrill, assistant professor of business administration at Missis- 
sippi State College, has been given an extension of leave to finish his graduate 
work at Ohio State University. 

Lloyd F. Morrison has been named head of the Accounting Department at 
Louisiana State University. 

Cecil C. McGee has accepted a position as assistant professor in accounting 
at Alabama Polytechnic Institute. 

Herbert R. Padgett has been appointed instructor in geography to assume 
the position of J. E. Bagwell while the latter is in New Zealand on a Fulbright 
Fellowship for the calendar year 1953. 

J. Reid Parker, assistant economist, resigned from Clemson College in Sep- 
tember to work toward a Ph.D. degree at Iowa State College. 

James M. Parrish is serving as acting assistant dean of the School of Business 
Administration at the University of North Carolina. 

James P. Payne has been promoted to associate professor of economics at 
Louisiana State University. 

Walter Pearce has been appointed assistant instructor at Duke University. 

Evelyn Pope has been promoted to assistant professor of secretarial science 
at the University of South Carolina. 

Charles F. Poston is serving as part-time instructor in economics at the Uni- 
versity of North Carolina. 

Richard Powers, formerly regional economist with the Office of Price Sta- 
bilization in Richmond, has been appointed academic and administrative dean 
at Alabama College. 

Olin S. Pugh has been promoted to assistant professor of economics at the 
University of South Carolina. Mr. Pugh, on leave during the year 1951-52 under 
a General Education Board fellowship, continues his leave during the current 
year as a research assistant at Duke University. 
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Isaac N. Reynolds, instructor in accounting at the University of North Caro- 
lina, is assisting Professor John T. O’Neil of that institution in the Business 
Executives’ Research Committee program sponsored by the Committee for 
Economic Development. 

Harris M. Rollins, Jr. has been appointed instructor in business administra- 
tion at Southern University. 

Harry Ross, who completed his M.B.A. degree at Harvard University last 
summer, has been appointed instructor of business and economics at Mississippi 
Southern College. 

Earl A. Saliers has retired from his position as professor and head of the 
Accounting Department at Louisiana State University. 

Howard G. Schaller, research associate, Duke University, has resigned to 
accept an appointment as assistant professor of economics, University of Ten- 
nessee. 

David J. Schwartz, instructor in business administration at Mississippi State 
College, has been given an extension of leave to finish his graduate work at Ohio 
State University. 

Richard Selden has been appointed assistant professor of economics at Van- 
derbilt University. 

F. DeVere Smith, associate professor of economics in charge of secretarial 
training at the University of South Carolina, was awarded the Ph.D. degree 
from the University of Kentucky in June 1952. 

Allan T. Steele, formerly at University of Tulsa, has been appointed associate 
professor of accounting at Northwestern State College of Louisiana. 

H. Ellsworth Steele, of Alabama Polytechnic Institute, participated in the 
Goodyear Industrial Relations Forum at Akron in July. 

David Stein has been appointed assistant professor of economics and business 
administration at Vanderbilt University. 

Harold L. Streetman, assistant economist, returned to Clemson College in 
August after spending a year in graduate school at Ohio State University. 

Mary F. Suggs has resigned as assistant professor of business administration 
at Southern University. 

Calvin C. Taylor, of the Agricultural Finance Division of BAE, is stationed 
at Clemson College temporarily for a special study of taxation and land values. 

George W. Tomlin, who has been serving part-time with the Office of Price 
Stabilization, has returned to the University of South Carolina on a full-time 
basis. 

B. J. Todd was promoted to associate agricultural economist at Clemson Col- 
lege in July. 

David W. Townsend, after a year’s leave of absence to do graduate work, is 
again an instructor in economics at Louisiana State University. 

Curt Victorius, head of the Department of Economics, Guilford College, was 
one of fifty recipients of Economics in Action fellowships at Case Institute of 
Technology in Cleveland, Ohio last summer, studying economics in business and 
learning new techniques for communication of economics knowledge. 

George T. Walker, professor of business and dean of the, School of Applied 
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Arts and Sciences, Northwestern State College of Louisiana, was awarded a 
fellowship in the College-Business Exchange Program of the Foundation for 
Economic Education. He was placed with E. I. du Pont de Nemours and Com- 
pany in Wilmington, Delaware, for six weeks in the summer. 

Norman E. Weir, assistant professor of economics at Mississippi State Col- 
lege, has been granted a leave for graduate work at the University of Kentucky 
during 1952-1953. 

Herbert Willis has resigned as instructor in business administration at Southern 
University. 

Paul Wischkaemper has rejoined the staff as assistant professor in economics 
at Alabama Polytechnic Institute after a leave of absence doing graduate work 
at the University of North Carolina. 

Narman J. Wood has been appointed instructor in economics at: the University 
of Tennessee. 

James 8. Worley, of Wofford College, taught economics during the 1952 sum- 
mer session at Millsaps College. 


* * * 


The following names have been added to the membership of the Southern 
Economic Association: 

John W. Dixon, Bureau of Labor Statistics, Rm. 664—50 Seventh St. N. E., 
Atlanta 5, Georgia. 

R. F. Ericson, associate professor of economics, Stetson University, DeLand, 


Fla. 
James J. Young, instructor in economics, School of Arts and Sciences, Clemson 
Agricultural College, Clemson, 8. C. 


NOTE 


THE JOURNAL OF INDUSTRIAL ECONOMICS 


The Journal of Industrial Economics is a new Anglo-American Journal to be published 
by Blackwell’s of Oxford. The Board of Editors is as follows: 

P. W. 8S. Andrews (General Editor): Official Fellow of Nuffield College, Oxford 

Sir Henry Clay: Honorary Fellow and formerly Warden of Nuffield College, Oxford 

Professor Joel Dean: Professor of Business Economics, Columbia University: Partner 

in Joel Dean Associates 
Professor R. 8. Heflebower: Professor of Economics, Northwestern University, U.S. A. 
Professor John Jowkes, C. B. E.: Professor of Economic Organization, University of 
Oxford 

Professor E. 8. Mason: Dean Graduate School of Public Administration and Professor 
of Economics, Harvard University, U. 8. A.; Vice Chairman, Research Advisory 
Board, Committee for Economic Development 

The Journal will be especially devoted to the economic problems of industry and 
commerce. The intention is to publish articles of a scientific character, of value both to 
economists and to businessmen. It will offer a medium to the academic industrial research 
work increasingly being carried on both in America and Britain, and also to the material 
arising inside business itself—important internal memoranda on problems facing a partic- 
ular business or industry, which are at present lost to a wider audience. The object will 
be a better knowledge of general business problems, and a contribution to economics as an 
academic subject and a guide to public and private policies through the development of 
economic doctrines concerning business structure and behavior. 

It is expected that the early issues of The Journal of Industrial Economics will include 
articles on the following subjects: 

The future availability of raw materials; 

Forecasting demand, with special reference to a large electrical engineering firm; 

Price policy in the British iron and steel industry; 

Competition between gas and electricity; 

Decision-making in business; 

The control of capital expenditures; 

The operation of particular cartels in the inter-war years; 

The development and location of new products; 

The economic factors in planning a large new steel works; 

The employment of economists in business; 

Problems in advertising; 

Factors in locating an oil refinery. 

The Journal will be issued three times a year, the first number appearing in Autumn, 
1952. A year’s issue will total 240 pages. The pre-paid annual subscription will be one 
guinea in English currency, or $3.40 in U. 8. currency, post free. The price of a single issue 
will be 10s or $1.40 post free. Remittances should be sent to Messrs. Basil Blackwell, 
Broad Street, Oxford. 

The Board of Editors will be pleased to consider any manuscripts of articles within the 
field of interest of the Journal. Articles in England should be sent to the General Editor, 
% Messrs. Basil Blackwell, 49 Broad Street, Oxford; those articles arising in America 
should be sent to Professor R. B. Heflebower, Northwestern University, Evanston, 
Illinois, U. 8. A. All other communications should be sent to the publisher, Basil Black- 
well. 

P. W. 8S. ANDREWs 
General Editor 


BOOKS RECEIVED 


Channels of Employment: Influences on the Operations of Public Employment 
Offices and Other Hiring Channels in Local Job Markets. By Murray Edelman 
and others. Champaign, IIl.: Institute of Labor and Industrial Relations, 
University of Illinois, 1952. Pp. 210. Paper, $2.50. Cloth, $3.50. 

Trends and Cycles in Corporate Bond Financing. By W. Braddock Hickman. 
New York: National Bureau of Economic Research, 1952. Pp. 37. Paper, 75¢. 

The Economics of Annual Improvement Factor Wage Increases. By Jules Backman. 
New York: New York University Schools of Business, 1952. Pp. 72. 

Charting Statistics. By Mary Eleanor Spear. New York: McGraw-Hill Book Co., 
1952. Pp. xii, 253. $4.50. 

Welfare Economics and the Theory of the State. By William J. Baumol. Cambridge, 
Mass.: Harvard University Press, 1952. Pp. vii, 171. $4.25. 

Statistics for Sociologists. By Margaret Jarman Hagood and Daniel O. Price. 
Rev. ed. New York: Henry Holt and Co., 1952. Pp. xi, 575. $5.75. 

Agricultural Prices. By Frederick Lundy Thomsen and Richard Jay Foote. 2nd 
ed. New York: McGraw-Hill Book Co., 1952. Pp. xi, 509. $6.50. 

Consumer Problems. By Arch W. Troelstrup. New York: McGraw-Hill Book 
Co., 1952. Pp. xv, 458. $4.75. 

Preliminary Inventories: Records of the National Recovery Administration. Wash- 
ington, D. C.: General Services Administration, National Archives and Rec- 
ords Service, 1952. Pp. viii, 226. 

Economics of Mobilization and War. By W. Glenn Campbell. Homewood, IIl.: 
Richard D. Irwin, 1952. Pp. v, 196. Paper, $2.50. 

The Administrator: Cases on Human Relations in Business. By John Desmond 
Glover and Ralph M. Hower. Rev. ed. Homewood, IIl.: Richard D. Irwin, 
1952. Pp. xvii, 723. $6.00. 

Airline Passengers. By the U. 8. Department of Commerce and the Civil Aero- 
nautics Administration. Rev. ed. Washington: Government Printing Office, 
1951. Pp. iv, 66. Paper, 20¢. 

Enplaned Airline Traffic of the South (1949-1950). By J. C. D. Blaine. Chapel — 
Hill, N. C.: School of Business Administration, University of North Carolina, 
1952. Pp. iv, 45. 

The Development of Economic Thought. Edited by Henry William Spiegel. New 
York: John Wiley & Sons, 1952. Pp. xii, 811. $6.50. 

Housing Market Behavior in a Declining Area: Long-Term Changes in Inventory 
and Utilization of Housing on New York’s Lower East Side. By Leo Grebler. 
New York: Columbia University Press, 1952. Pp. xvii, 265. $4.50. 

Manufacturing in Florida. Bureau of Economic and Business Research, Univer- 
sity of Florida. Gainesville, Fla.: Bureau of Economic and Business Research, 
University of Florida, 1952. Pp. viii, 177. 

Highway Finance in New Merico. By Julian 8S. Duncan ond others. Albuquerque, 
N. M.: Division of Research, Department of Government, University of New 
Mexico, 1952. Pp. iii, 31. Paper, 50¢. 
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U. 8S. Government Bond Market Analysis. By Leroy M. Piser. New York: New 
York Institute of Finance, 1952. Pp. i, 61. Paper, $3.00. 

Memo to America: The DP Story: The Final Report of the United States Displaced 
Persons Commission. Washington: Government Printing Office, 1952. Pp. xi, 
376. Paper, $1.00. 

Geography of Living Things. By M. S. Anderson. New York: Philosophical 
Library, 1952. Pp. ix, 202. $2.75. 

Procurement: Principles and Cases. By Howard T. Lewis. Rev. ed. Homewood, 
Ill.: Richard D. Irwin, 1952. Pp. xi, 823. $6.00. 

The Walsh-Healey Public Contracts Act. By John V. Van Sickle. New York: 
American Enterprise Association, 1952. Pp. 35. Paper, 50¢. 

The Development of the Russian Iron and Steel Industry. By Robert J. Holloway. 
Stanford, Calif.: Graduate School of Business, Stanford University, 1952. Pp. 
iv, 59. Paper, $1.00. 

The Estimation of Income Payments to Individuals in North Carolina Counties. 
By Lowell D. Ashby and Everett P. Truex. Chapel Hill, N. C.: School of 
Business Administration, University of North Carolina, 1952. Pp. vii, 54. 

Collective Bargaining Patterns in Spokane County, Washington. By Ralph I. 
Thayer and Elizabeth F. Thayer. Pullman, Wash.: Bureau of Economic and 
Business Research, The State College of Washington, 1952. Pp. x, 256. Paper, 
$2.50. Cloth, $3.50. 

A Textbook of Law and Business. By William H. Spencer and Cornelius W. Gillam. 
3rd ed. New York: McGraw-Hill Book Co., 1952. Pp. xi, 838. $7.50. 

Operating Results of Limited Price Variety Chains in 1951. By E. R. Barlow. 
Boston, Mass.: Bureau of Business Research, Graduate School of Business 
Administration, Harvard University, 1952. Pp. vi, 33. $2.00. 

Elementary Statistics: With General Applications. By Morris Myers Blair. Rev. 
ed. New York: Henry Holt and Co., 1952. Pp. xiv, 735. $5.50. 

Surinam: Recommendations for a Ten Year Development Program. Report of a 
Mission Organized by the International Bank for Reconstruction and Develop- 
ment at the request of The Governments of The Netherlands and of Surinam. 
Baltimore, Md.: The Johns Hopkins Press, 1952. Pp. xxvi, 271. $5.00. 

How to Write Advertising that Sells. By Clyde Bedell. Rev. 2nd ed. New York: 
McGraw-Hill Book Co., 1952. Pp. xx, 539. $6.00. 

Seamen Ashore: A Study of the United Seamen’s Service and of Merchant Seamen 
in Port. By Elmo P. Hohman. New Haven, Conn.: Yale University Press, 
1952. Pp. xxiii, 426. $5.00. 

Economic Development of the United States. By John R. Craf. New York: McGraw- 
Hill Book Co., 1952. Pp. xi, 598. $5.00. 

The Theory of Price. By George J. Stigler. Rev. ed. New York: Macmillan Co., 
1952. Pp. vii, 310. $4.50. 

A Survey of Contemporary Economics. Vol. II. Edited by Bernard F. Haley. 
Homewood, Ill.: Richard D. Irwin, 1952. Pp. xvi, 474. $5.00. 

Valley of Tomorrow: The TVA and Agriculture. By Norman I. Wengert. Knox- 
ville, Tenn.: Bureau of Public Administration, University of Tennessee, 1952. 
Pp. xv, 151. Paper, $1.50. 


430 BOOKS RECEIVED 


Fringe Benefits 1951: The Nonwage Labor Costs of Doing Business. Research 
study prepared by Economic Research Department, Chamber of Commerce 
of the United States. Washington, D. C.: Chamber of Commerce of the United 
States, 1952. Pp. 32. Paper, $1.00. 

Enplaned Airline Traffic by Community: Calendar Year 1951. By Civil Aero- 
nautics Administration, U. 8. Dept. of Commerce. Washington: Government 
Printing Office, 1952. Pp. 30. Paper, 15¢. 

A Brief Summary of the Southern Market: As Related to the Market in the State 
of Alabama and the Montgomery Metropolitan Area. Prepared by Research 
Division, Montgomery Chamber of Commerce. Montgomery, Ala.: Mont- 
gomery Chamber of Commerce, 1952. Pp. 43. 

City Milk Distribution. By R. G. Bressler, Jr. Cambridge, Mass.: Harvard Uni- 
versity Press, 1952. Pp. xii, 398. $6.00. 

Retail, Wholesale, and Service Trades in Florida. Bureau of Economic and Business 
Research, College of Business Administration, University of Florida. Gaines- 
ville, Fla., 1952. Pp. x, 76. Paper, $2.00. 

Comparative Economic Systems. By Theo Surdnyi-Unger. New York: McGraw- 
Hill Book Co., 1952. Pp. x, 628. $5.50. 

Salesmanship: Principles and Methods of Effective Selling. By Alfred Gross. New 
York: Ronald Press Co., 1952. Pp. xiv, 562. $5.50. 

Administration of National Economic Control. By Emmette S. Redford. New 
York: Maemillan Co., 1952. Pp. xvii, 403. $5.50. 

Re-Privatizing Public Enterprise. Washington, D. C.: Chamber of Commerce of 
the United States, 1952. Pp. 38. Paper, 50¢. 

Conference on Research in Business Finance. New York: National Bureau of 
Economic Research, 1952. Pp. xviii, 340. $5.00. 

Hours of Work. By William Goldner. Berkeley, Calif.: Institute of Industrial 
Relations, University of California, 1952. Pp. ix, 63. Paper, 25¢. 

The End of the I. T. O. By William Diebold, Jr. Princeton, N. J.: International 
Finance Section, Princeton University, 1952. Pp. 37. 

Costs in Alternative Locations: The Clothing Industry. By D. C. Hague and P. K. 
Newman. New York: Cambridge University Press, 1952. Pp. vii, 73. Paper, 
$2.50. 

Monopoly and Social Controi. By Henry A. Wells. Washington, D. C.: Public 
Affairs Press, 1952. Pp. ix, 158. $3.25. 


Now Available 


ECONOMIC POLICY 
READINGS IN POLITICAL ECONOMY 


Edited by WILLIAM D. GRAMPP, University of Illinois, Chicago, and 
EMANUEL T. WEILER, University of Illinois, Urbana 


This new addition to the Irwin Series in Economics is planned primarily for use as 
required reading in the principles of economics course. It may also be used in 
courses in government and business, economic problems, and economic planning. 
It is a collection of readings on economic policy in the areas of stabilization, mo- 
nopoly, distribution of income, and international economic relations. The readings 
in each of these four areas present the facts of the problem, a statement of the 
technical-economic and ethical issues of the problem, and one or more policies 
designed to solve the problem. Alternative viewpoints, common within the eco- 
nomics profession, are presented. Most of the readings are taken from professional 


journals and important works in economics and many are unabridged. Each of the 
articles was written by an authority in the particular field. ' 


This book does more to help the student than the usual book of readings. Each 
selection is preceded by a synopsis which sets forth the central ideas in the selection. 
At the beginning of each of the four main sections of the book there is an editorial 
statement of the problem and at the end of each section there is a summary by the 
editors which restates the principal ideas and integrates the material for the student. 


This book is not a collection of excerpts in economic theory, and it does not dupli- 
cate the material generally found in the principles textbooks or in other books of 
readings. The readings are all on policy, and the aim is to take the student forward 
from economic theory to its applications to particular problems, and from applied 
economics to the solutions of these problems. Each section comprises a unified 
statement in a single area of policy, yet the instructor who wishes to do so may 
easily use the book selectively and adapt it to his own preferences. 


HOMEWOOD 


| RICHARD D. IRWIN, INC. iccinois_| 
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cGraw-Hill Books 


THE ECONOMIC ORGANIZATION OF AGRICULTURE 


By THEODORE W. SCHULTZ, The University of Chicago. 374 pages, $5.50 


This new text offers an analysis of two sets of problems: 1) the functioning of an economy which is experiencing 
economic growth and development, and the implications of this process for agriculture, and 2) the stability attri- 
butes of the economy in relation to agriculture. Since 1945 this theory has been substantially advanced, and this 
volume makes a real contribution to the empirical understanding of the functioning of the American economy. 


ECONOMIC DEVELOPMENT OF THE UNITED STATES 
By J. R. CRAF, University of Louisville. 598 pages, $5.00 


A text for one-semester college courses in the economic history of the U.S. The topical approach is used for the 
period to 1860; the chronological approach is followed thereafter. The student is introduced to the subject through 
consideration of the characteristics of the American economic system, its advantages, shortcomings, and peculiari- 
ties. Subsequent chapters trace the rise of American economic life from the period of discovery and exploration to 
the Korean War and remobilization. 


ELEMENTS OF STATISTICAL METHOD. New 3rd Edition 
By ALBERT E. WAUGH, University of Connecticut. 531 pages, $5.50 


This text is designed to introduce the student to statistical concepts and nomenclature and to encourage him to 
think in statistical terms. Every effort is made to keep the discussion at the beginner’s level and to present basic 
ideas in such a way that the student will find it easy to continue under his own power. 


STATISTICAL TABLES AND PROBLEMS. New 3rd Edition 
By ALBERT E. WAUGH, 242 pages, $3.00 


Designed for use with any standard text, this manual was prepared to develop in the student a real feeling and 
appreciation of statistical data, in order that he may be able to visualize the relationships between the character- 
istics of the raw data and the nature of the final results. The manual contains all the more common tables, most 
frequently used by statisticians. Actual data are given for hundreds of exercises and problems in elementary sta- 
tistics, drawn from a wide variety of fields. 


A TEXTBOOK OF LAW AND BUSINESS. New 3rd Edition 


By WILLIAM H. SPENCER and C. W. GILLAM, The University of Chicago. Business 
and Economics Publications. 838 pages, $7.50 


An unusually intensive treatment of the elementary legal topics of greatest importance to the business world, this 
text is designed for college student, for reference, and for the intelligent layman. Emphasizing the role of law in 
modern society, the treatment is functional. It deals with law as an agency of social control, procedure, persons, 
torts, contracts, agency and the contract of employment, property, bailments, sales, negotiable instruments, 
security transactions, insurance, partnership, and corporations. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Inc. 
330 West 42nd Street New York 36, N. Y. 


When you write to our advertisers, please mention The Southern Economic Journal 
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A NEW BEGINNING TEXTBOOK 
WITH A PATTERN YOU WILL LIKE... 


Econ OMICS: 


PRINCIPLES AND APPLICATIONS 
SECOND EDITION 
By Dodd and Hasek 


Workbook and Tests are now Available 


ECONOMICS: PRINCIPLES AND APPLICATIONS is well balanced as to the de- 
velopment of current economic theories, It provides a broad base for the understanding 
of the fundamentals of economics without preaching any narrow point of view. It 
provides a sound basis for the intelligent understanding of economics by students who 
will have no further formal economic education, and it provides an adequate intro- 
duction to economic analysis for those students who wish to continue with the study of 
advanced economics. ECONOMICS: PRINCIPLES AND APPLICATIONS is also 
well balanced in regard to the applications of economic principles as they relate to 
individual, business, political, and social problems; it is well balanced as to historical, 
descriptive, and analytical treatment; it is accurate and objective, including the treat- 
ment of labor issues, government finance, foreign economic relations, social security, 
business fluctuations, and national defense measures; it is accurate and objective in its 
treatment of the distinctions between capitalism and totalitarian philosophies. 


There is an expanded treatment of price theory and of national income relating to na- 
tional production, net national production, national income, personal income, dispos- 
able income, and savings. A new chapter deals with fluctuations in national income. 


You may obtain an optional, correlating workbook that provides questions, problems, 
and projects. Instructors using this book are entitled to a series of six objective achieve- 
ment tests without charge for each student. These may be used to supplement the usual 
essay-type or problem test. 


Specialist Business and Economic Education 


CINCINNATI 2- NEW ROCHELLE, N.¥.-CHICAGO S- SAN FAAACISCO 3 -OALLAS 2 
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FORTHCOMING BOOKS IN ECONOMICS AND THE 
ALLIED SOCIAL SCIENCES—TO BE PUBLISHED THIS 
SPRING AND SUMMER BY “Stackpole of Harrisburg” 


1. ECONOMIC CHANGE IN AMERICA 


Readings in the Economic History of the United States 

Edited by Joseru T. Lamare and Ricwarp V. CLEMENCcE, Wellesley College 

More than forty outstanding contributions to the literature of the subject. Chapters from out-of-print 
sources and complete journal articles are reproduced without omissions or other alterations. 

About 550 Pages Prob. $5.00 


2. THE ECONOMICS OF DEFENSE 


A Primer of American Mobilization 

By Ricuarp V. CLeEMENCE, Associate Professor of Economics, Wellesley College 

An analysis of all the major aspects of defense mobilization in a small amount of space. Since no previous 
knowledge of economics is required of the reader, the book is well adapted for use in elementary courses— 
or it may very well be of interest to the intelligent and inquiring layman. 

145 Pages (Text edition, prob. $2.25) Prob. $2.95 


3. THE BASIC IDEAS OF ECONOMICS 


By Josuva C. HusBarp, Associate Professor of Economics, Bryn Mawr College 

This work contains all the necessary, theoretical concepts of economics. Each chapter has an introduction 

which integrates the contents with that of previous chapters. The book is modified Keynesian, modified in 

the light of criticism of Keynes’s teaching. 

About 400 Pages Prob. $4.50 
4. BASIC INFORMATION ON THE AMERICAN ECONOMY 


(Supplement to BASIC IDEAS OF ECONOMICS) 


Edited by Maxine Wootston, Lecturer in Economics, Bryn Mawr College 

This new economics reader is a compilation of current factual material on the American economy. Brief 
explanatory notes introduce each selection. 

Although designed primarily as a supplement to THE BASIC IDEAS OF ECONOMICS, it can be used 
in conjunction with any other textbook in introductory economics. 

About 210 Pages Prob. $1.50 


5. CONTEMPORARY SOCIAL SCIENCES 
Volume I: The Western Hemisphere* 


Edited by LaurENcE Foster (Lincoln University), Josep S. RouceKk (University of Bridgeport), and 
Georce B. pe Huszar (Northwestern University) 

The social sciences dealt with are sociology, political science, economics, geography, history, anthropology, 
psychology, social psychology, education (from the social aspect), social work. 

About 600 Pages Prob. $5.00 
* Volume II, to be published in 1954, will consider the same social sciences, but as taught and studied 
throughout the rest of the world. 


6. PROBLEMS IN FREEDOM 


By Peter Bacuracn, Assistant Professor of Political Science, Bryn Mawr College 

This book includes, in addition to Supreme Court cases, state and lower federal court decisions, congres- 
sional materials, National Labor Relations Board decisions, and law review articles. It is designed for col- 
lege courses in American government or Constitutional law and for general courses in the social sciences. 


Each topic is introduced by an historical sketch. 
About 450 Pages Prob. $5.00 


THE STACKPOLE COMPANY 
The Telegraph Press Building Harrisburg, Pennsylvania 
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Truly Teachable 


Economics 


An Introductory Analysis of the Level, 
Composition, and Distribution 
of Economic Income 


by BRUCE W. KNIGHT 


and L. GREGORY HINES 
Dartmouth College 


Successfully tested in classrooms, and well on the way to its third large 
printing, the Knight-Hines ECONOMICS is now an established text for the 
elementary course. Everyone using it comments on: its strategic organiza- 
tion; its balanced and unbiased use of the combined approaches; the excel- 
lence and completeness of its material; the up-to-date content; and above 
all, its great readability and teachability. 


@ I regard it as an excellent text and agree with your statement “unusually 
readable.” L. H. MERZBACH, Southwestern University 


@ Itis my opinion that the book currently has but few effective competitors. 
ALBION G. TAYLOR, College of William and Mary 


@ It seems to me excellent in everything that an elementary text should 
have, and my feeling is that students will like it as much as instructors. I 
find it as far superior to its nearest competitor as that was to previous texts. 
On every point on which I have compared them, Knight and Hines is defi- 
nitely superior. jack TAYLOR, University of Rochester 


@ This text includes a wealth of information, and is ideally prepared for a 
Principles of Economics course which is a survey of the whole field of eco- 
nomics. EDWIN C. ROBBINS, University of Oregon 


@ This is a fine and scholarly work. 
M. Cc. MCKAY, University of Pittsburgh 


634 x 9M inches, cloth, 960 pages, 47 charts, $5.75 text 
_ Examination copies on request 


ALFRED A. KNOPF, INC. 
501 Madison Avenue, New York 22 
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available january 
for second semester 


FUNDAMENTALS 
OF CORPORATION 
FINANCE 


By Joseph F. Bradley, Penna. State Col- 
lege. A highly readable and teachable new 
text on corporation finance that is mainly 
concerned with the study of how corpora- 
tions raise cash and acquire credit to con- 
duct operations. The book also considers 
a number of related problems: selecting 
the form of organization, measuring and 
administering profits, expanding opera- 
tions, and taking steps to prevent busi- 
ness failure. The book stresses the view- 
point of management. Each chapter 
begins and ends with a summary of the 
topics discussed init. prob. 608 pp. $6.00 


better because. .. 


- clearly explains point of view 
taken, with advantages and dis- 
advantages 

+ good definitions of technical 
terms in nontechnical language 

- end of chapter highlights stress 
main points without relieving 
student from reading chapter 


+ excellent illustrative material 


+ provides questions, problems, and 
reading lists 


just published 


LAW IN ITS 
APPLICATION 
TO BUSINESS, Rev. 


By William H. Schrampfer, Iowa State 
College. Written in simple and understand- 
able language, this new edition stresses 
the preventive aspects of law. Much of 
the text material has been rewritten and 
expanded, the number of iilustrations has 
been greatly increased, and two new chap- 
ters covering Insurance and Landlord and 
Tenant have been added. 

1093 pp. $7.50 


also available. . . 
INSTRUCTOR’S MANUAL 


available spring 


ECONOMICS 
FOR THE CITIZEN 


By Alfred R. Oxenfeldt, City College of New 
York. This book represents a new “‘ap- 
proach”—the public policy approach to 
the study of economics. It is designed for 
the person who does not plan to specialize, 
but who wants to participate in current 
discussions about past and proposed legis- 
lation and who wants to discharge intelli- 
gently the duties of a voter in a vigorous 
democracy. The topics that form the sub- 
ject matter of the book’s nine sections 
were selected on grounds of the amount 
of interest that the average student has 
in economic matters when he takes his 
first course. 


RINEHART & CO. 


232 madison ave. new york 16 
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Announcing Publication January 2, 1953 
MANAGING YOUR MONEY 


J. K. Lasser and Sytvia F. Porter 

A lively, practical, and very helpful text on the management of personal and family finances, up to the minute 
in both information and outlook. It is designed to show how to spend one’s money wisely and efficiently— 
how to organize spending and how to add to income and achieve financial security. An outstanding feature 
is the inclusion of the very /atest information on such subjects as income taxes, mutual funds, government 


bonds, and social security. 
About 500 pages, Probable price of college edition $4.00 


Other Important Holt Books 
PRICE THEORY 


Joe S. Bain, University of California, Berkeley 
A complete revision and expansion of the first part of the author’s Pricing, Distribution, and Employment. 
“By far the most competent and complete textbook treatment of modern price theory of which I am aware.” 


—Edward H. Chamberlain, Harvard University, 1952, g61 pages, $4.75 


To be published in early Spring: The revised and enlarged edition of Pricing, Distribution, and 
Employment, including Price Theory. 


ECONOMICS OF 


AMERICAN MANUFACTURING 


Epwarp L. ALLEN, American University 
A consistent, logical, and detailed analysis of 19 outstanding industries. “Interesting, informative, and well 
written. ... I have adopted this text for my course.”—Yohn W. Chisholm, Louisiana State University 


1952, 506 pages, $5.25 


ELEMENTARY STATISTICS—Revisead Edition 


Morais M. Bratr, The University of Tulsa 
The revision of this successful book brings it entirely up to date and makes use of the latest census and insur- 
ance data, crop reports, and Wall Street figures. The new order of chapters develops the principles of 


statistics clearly and logically. 952, 7375 pages, $5.50 


CONTEMPORARY ECONOMIC SYSTEMS 
Revised Edition 
Eart R. Sixes, Dartmouth College 


A thorough revision which brings the description and analysis of the leading economic systems up to date, 
including new material on the British Labor Government and on the U.S.S.R. and the satellite states. 


1951, 756 pages, $5.00 
HENRY HOLT AND COMPANY _ 383 Madison Avenue, New York 17 
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To be published in early spring 
Introduction to 
ECONOMICS FOR AGRICULTURE 


by John D. Black, Henry Lee Professor of Eco- 
nomics, Harvard University. Before joining the faculty 
of Harvard, Dr. Black was Professor and Chairman of 
the Division of Agricultural Economics, University of 
Minnesota. He is co-author of FARM MANAGE- 
MENT, published by Macmillan, and author of RURAL 
ECONOMY OF NEW ENGLAND, FUTURE FOOD 
AND AGRICULTURE POLICY, and INTER- 
REGIONAL COMPETITION IN AGRICULTURE. 


The economics in this book is partly the economics of agriculture 
and rural living, and partly that of the general economy in which 
agriculture has its setting. Introduction to Economics for Agriculture 
is, therefore, suitable for use either as the complete text for a first 
course in economics for agricultural colleges, or as a follow-up course 
in agricultural economics. Containing all the general principles and 
all the background in the general economy needed by the agri- 
cultural college student, Dr. Black’s text eliminates the necessity 
for a preparatory course in general principles. It begins with the 
concept of the firm and its income, and then introduces the income 
of the nation and other social aggregates. The author reserves all 
but a few of the elementary facts concerning money, credit, and 
banking until later chapters when the student is in a better posi- 
tion to understand their role in the economy. 


The Macmillan Company 
60 Fifth Avenue, New York 11 
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ECONOMICS: Trends and Issues 


ABOOKOF READINGS 
edited by SCOTT KEYES 


Department of E ics and C ce 
Pennsylvania State College 


Selections are drawn exclusively from postwar literature; taken en- 
tirely from professional or governmental sources. Complete selections 
are in most cases presented. No snippets. Arrangement of material 
takes into account the rapidly shifting character of the problems 
confronting the economic life of our nation. 
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